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THE 


FINANCE OF LOCAL GOVERNMENT IN 


ENGLAND AND WALES SINCE 1948: Part II 


ALAN WILLIAMS * 


Ill, THE MAJOR ISSUES 


In Part I of this study a survey was 
conducted of the major quantitative 
changes that have taken place since 1948 
in local-government finance in England 
and Wales. This survey indicated the 
need for isolating the following main 
topics for more detailed consideration: 

(1) Is it practicable and desirable to 
increase the relative share of rates in the 
revenues of local authorities? 

(2) Is it practicable and desirable to 
find some new sources of local revenue? 

(3) Is it practicable and desirable to 
change the present balance between gen- 
eral and specific grants? 

(4) Is it practicable and desirable to 
use grants to equalize the fiscal resources 
of local authorities? 

(5) Is it practicable and desirable to 
regulate local authorities’ capital expendi- 
ture by controlling their access to outside 


funds? 


The first three of these questions will be 
taken up in this paper. Part III, in the 
next issue, will examine the last two 


questions, reach final conclusions regard- 
ing local-government financial problems 
in England and Wales, and contain a 


bibliography. 


* Editor’s Note: This is the second of three arti- 
cles, the last of which will appear in the June issue. 
The author is Lecturer in Economics at Exeter Uni- 
versity, England. 


1. The Share of Rates in Total Revenue 


The local rate is a tax upon the oc- 
cupation of land and buildings. Prop- 
erties assessed for rates—hereditaments 
—are valued according to their net 
annual rental, and the amount of tax 
payable by the occupier during each 
year is determined by multiplying this 
“rateable value” by the “ rate pound- 
age” fixed for that year by the local 
Thus stated it 
sounds very simple, but the rest of this 
part of this paper is designed to show 
how illusory this apparent simplicity 
really is. 


The Valuation Tangle 


authority in question. 


The main difficulties concern the type 
of hereditament to be taxed and the 
method of valuation to be employed. 
Decisions on the first point have always 
lain with the central government, ex- 
cept for some minor exemptions which 
local authorities may grant if they feel 
so inclined (e.g., to charitable, educa- 
tional, and philanthropic bodies). As 
long ago as 1896 agricultural land and 
buildings (except dwellings) were par- 
tially derated (i.e., were liable for rates 
on only part of their assessed rateable 
value), and 1929 have been 
totally exempt from rates, under legis- 
lation passed by the central govern- 
ment. In 1929, too, most industrial and 


since 
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freight-transport hereditaments were 
similarly relieved of 75 per cent of their 
rate liabilities, all this as an antidepres- 
sion move which has continued in force 
up to the present time. Local authori- 


ties were compensated for the lost 


revenues by a block grant from the 


central government. What is of imme- 
diate concern is the effect of these meas- 
ures on the local tax base. (The impact 
upon different types of local authority 
we shall be considering later when we 
turn our attention to equalizing grants. ) 
The effect of these procedures upon dif- 
ferent classes of ratepayer in 1955, for 
example, was that domestic and com- 
mercial properties bore over 90 per cent 
of total rate liability (Column 1, Table 
VII). These figures acquire a fuller 
significance, however, when judged in 
the light of the bases of valuation then 
being employed. 

First of all, no official valuation of the 
exempted agricultural hereditaments has 
been made since 1930, and most of the 
then in force made 
Secondly, the basis for 
assessing the gross annual rentals was, 


valuations were 


much earlier. 


in principle, “the rent at which the 
hereditament might reasonably be ex- 
pected to let from year to year.” In 
the case of domestic properties, this 
principle was applied on the assumption 
that the landlord met the cost of re- 
pairs and the tenant paid the rates. 
From the resulting estimate certain 
statutory deductions were then made. 
In the case of business properties, how- 
ever, it was assumed that the tenant 
Thirdly, it was ex- 
tremely difficult in practice to apply 
these criteria intelligently, especially in 
the postwar period, for no free market 
in housing had existed for many years. 
The ramifications of building licences 
(which also affected repair work), rent 


paid for repairs. 


(Vor. XII 


control, which differentiated between 
private and local-authority housing, be- 
tween furnished and unfurnished ac- 
commodation, between old and new 
housing, and complications between 
freehold and leasehold properties, a!l 
superimposed upon the havoc caused by 
the war, meant that the outcome was 
bound to be rather arbitrary.* 
valuation was the responsibility of each 
individual authority. 


Fourthly, 


Consequently there were all the dis- 
parities between individual practices 
(especially deliberate undervaluation of 
some classes of hereditament and erratic 
revaluations) in addition to the general 


The one 


generalization that seems safe in this 


difficulties just mentioned. 


chaotic situation is that all properties 
were undervalued (in the sense that 
their rateable values were less than their 
current market values), but the degree 
of undervaluation varied tremendously.® 
Shops and offices were probably more 
accurately valued than the others, since 
frequent revaluation was rather easier 
here. 
trial 
ments had they not been protected from 


The same would apply to indus- 
and freight-transport heredita- 
the full impact of relatively high valua- 
These last 


observations are somewhat speculative, 


tions by partial derating. 


however, for this is a field in which local 
authorities pursued very different pol- 
icies, according to the extent to which 
they wished to encourage industrial and 
commercial development. 


4See W. B. Reddaway, Problems,” 
Three Banks Review, Sept., 1954, for an excellent 
survey of conditions in the housing market. 


5 See, for instance, J. R. Hicks, U. K. Hicks, and 
C. E. V. Leser, The Problem of Valuation for Rat- 
ing (Cambridge: National Institute 
and Social Research, Occasional Paper VII, Cam- 
bridge University Press, 1944) and U. K. Hicks, 
“The Valuation Tangle,” Public Administration, 
XXXII (Summer, 1954), pp. 229-235. 


“ Housing 


for Economic 
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Centralized Valuation 


It was partly general dissatisfaction 
with the “ valuation tangle,” and partly 
the fact that rateable value per head of 
population had come to play a significant 
part in the basis of several important 
grant calculations, that led to responsi- 
bility for valuation being transferred 
(in 1948) from individual local au- 
thorities to the central government. In 
this way it was hoped to ensure stand- 
ardization of procedures, and conse- 
quently greater uniformity in the rate- 
able values of similar hereditaments. 

Although there is little doubt that 
the resulting revaluation has largely 
achieved this, the degree of standardiza- 
tion possible was severely limited by the 
terms of reference under which the re- 
valuation was carried out. Whereas 
domestic hereditaments were to be 
valued as at June 30, 1939 (no mean 
task in itself if the complications out- 
lined in the previous paragraph are re- 
called), all other properties were to be 
valued at current rentals.° Thus when 
the new valuation lists were eventually 
completed, published, and put into 
effect on April 1, 1956, the picture was 
changed somewhat (Column 2, Table 
VII). The sizable shift in the distribu- 
tion of relative rate liabilities to the dis- 
advantage of the occupiers of commer- 
cial properties was made more painful 
by the fact that the local authorities 
took advantage of the large reductions 
in rate poundages made possible by the 
increase in rateable values to increase 
total rate revenues by about 20 per 
cent over the preceding year. Needless 
to say, it provoked a loud outcry of 
protest from that quarter. The govern- 
ment was persuaded to soften the blow 


6 Except Crown properties, revaluation of which 
was delayed. 


by introducing a further (temporary) 
measure of derating which relieves com- 
mercial property of 20 per cent of its 
rate liability from April 1, 1957 until 
the next revaluation is due to take effect 
in 1961. It is here that matters stand 
at present, the effects of which are 
shown in Column 3, Table VII.” 


Prospects for the Future 


Even a cursory survey of the pros- 
pects for the future in this field sug- 
gests that there is likely to be a fresh 
flare-up before very long. The official 
position at the moment is this: 


(i) In April, 1959, the derating of in- 
dustrial and freight-transport heredita- 
ments is to be reduced from 75 per cent 
to 50 per cent, the estimated effects of 
which are shown in Column 4, Table VII. 

(ii) In the revaluation due to become 
effective in April, 1961, all properties 
(except agricultural, of course) are to be 
assessed at current rentals. 

(iii) At the same time the present tem- 
porary derating of commercial properties 
is due to cease. 


Assuming that these measures are all 
carried out as planned, that domestic 
properties increase in assessed values by 
100 per cent, and commercial, indus- 
trial, and Crown properties by 10 per 
cent, as a result of the revaluation, then 
the estimated distribution of rateable 
values by type of hereditament in 1961 
will be as shown in Column 5, Table 
VIL. 


In this situation domestic ratepayers 
as a group will be left in a rather simi- 
lar situation to the one they were in in 
1955 before the new revaluation proce- 


The main differ- 
ence between the two situations would 
be that industrial and freight-transport 


dures got under way! 


‘Which also takes into account the subsequent re- 
valuation of Crown properties. 
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hereditaments assume part of the share 
previously falling to commercial prop- 
erties and the Crown. If, in 1961, in- 
dustrial and freight-transport heredita- 
ments were to be fully rerated, the 
estimated effects are shown in Column 
6, Table VII. Column 7, Table VII 
shows the effect of this 
change plus the rerating of agriculture 
as well. 

This last estimate is particularly haz- 
ardous, however, since all we know is 
that agricultural hereditaments were 
valued at about £30 million in 1929. 
In any case, the sheer volume of work 


cumulative 


involved in revaluing these heredita- 
ments would seem to preclude any re- 
rating of agricultural properties before 
1966, even if any government were will- 
ing to take the plunge (and none of the 
major political parties at present show 
any signs of doing so). The calculation 
is nevertheless of some interest in this 
context, however, for it gives some in- 
dication of what the distribution of rate 
liabilities would be if the rating system 
operated according to the simple prin- 
ciples upon which it is ostensibly based. 


The Incidence of Local Rates 
The the 


shares of different classes of heredita- 
ment is, however, only the first step in 
determining the proper role of rates in 
total revenues. Revaluations and re- 
ratings may be desirable and practicable 
ways of strengthening the tax, and they 
will certainly lead to lower rate pound- 
ages. But this is not the true test of the 
burden of the local rate, unless rate- 
money illusion ” about 


determination of relative 


payers have a “ 
rate poundages. What is important is 
the incidence of the total rate liability. 

Now it is virtually impossible to cal- 
culate the true incidence and effects of 
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the local rate, or of any other tax for 
that matter, since this involves evaluat- 
ing the effects of the rate payment (both 
actual and potential) upon a whole 
array of decisions by all sorts of eco- 
nomic units. We have, therefore, to 
content ourselves with estimates of the 
formal incidence of taxes (ie., their 
primary impact) supplemented by some 
general remarks about further possible 
effects upon prices, incomes, incentives, 
and so on. Studies of the formal in- 
cidence of local rates upon the occupiers 
of domestic property are made more 
difficult by the fact that the rateable 
value of the dwelling is not linked 
systematically with the income of the 
household. Nevertheless, what studies 
have been made suggest that rates are 
regressive against incomes (Table VIII) .° 
For business and agricultural ratepayers 
the tax is deductible as an expense for 
income- and profits-tax purposes, so 
that a further complication enters here. 
Moreover, changes in rate payments may 
well affect product prices, though in 
most businesses the impact is likely to 


8 For a fuller analysis, based on prewar data, see 
J. R. and U. K. Hicks, The Incidence of Local Rates 
Britain National Economic 
Paper VIII, Cam- 
extract 


in Great (Cambridge: 
Occasional 
1 94 § ) 


from which is presented in Table VIII A. 


TABLE VIIA 


and Social Research, 


bridge University Press, a summary 


Tue ForMat INciweNce or Rates—1937 











Per cent paid 


Net income / 
in rates 





£ O¢€£ 249 38 
250- 499 

500— 999 

1,000- 1,999 

2,000 + 


Weighted average 





Source: J. R. and U. K. Hicks, The Inci- 


of Local Rates, p. 46. 
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TABLE VIII 


Tue Format INciwence or Rates—1952-3 


(1) 


Gross household 


Mean gross 
income B 


income 


81 8 
146 


256 


£ 
100 
200 
300- 
400- 
500. 
600 
700- 
800- 
900- 
1,000 
1,500- 
2,000 


11 


QR 
352 


444 
541 
645 
750 
843 
946 

1,499 1,162 

ee 

and over 


26 
39 


Average rate 
payment 
per household 


(5) 
Rates as 
per cent of 
mean net 

income 


Mean net 
income * 


per cent of 
mean gross 
income 


10.4% 
6.8 
2 


S 868i 
143 
244 
333 
118 
503 
592 
675 
742 
824 
974 

1,294 

2,285 


10.4% 
6.9 
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wm CO Oot 


ww 
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Total 


£14 


bo | = bo bo to bo ND ND NS GD 


aed 
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> 
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£ 494 





Source: H 


of the Oxford 
p. 111; Column 


F, Lydall and R. F. 


Ir of Stattstics, Vol 


titute 
be relatively small.? On the other hand, 
domestic rates are usually paid along 


with the rent, and will enter into cost- 
of-living calculations and thereby in- 


9 See “* The Effects of Derating and Rerating on In- 
dustrial Costs,” Vol. 7 (Oct., 
1956). The Research Group responsible for this re- 
port estimated that rerating then, on the basis of the 


Accounting Research, 


1956 revaluation, would have increased the average 
rate liability of industry by an amount equivalent to 
about 1 per cent of the value of net output, an in- 
crease in costs of about 1% per cent after allowing 
for rate deductions from taxable profits. Their con- 


clusion was that: 


The withdrawal of relief would probably operate 
just as capriciously—in the sense of producing some 
unintended consequences—as the granting of it. 

If the policy of extending relief to industries 
and firms in special need of it is to be pursued, 
then it is recommended that some means of giving 
Rat- 
effec- 


it other than rating relief should be found. 


ing relief is indiscriminate and need is not 


tively measured by liability to pay rates. 
| 


might add that as far as I can see the same applies 


to the case of agriculture, although here the quanti- 
impact is likely to be relatively larger. See 
article, “ The Abolition of Derating: An Exer- 
cise in Differential Incidence,” Economica, Vol. XXII 
(May, 1956). 


tative 


my 


* After subtracting direct taxes from mean gross income. 
F. Dawson, “ Household Income, Rent and Rates,” 
16 (April, 1954). 
4) from Table 7, p. 108; Column (5) equals column (2) divided by column 





Bulletin 
Table 10, 
4). 


Columns (1) to (3) from 


It is 
this sort of shifting process that makes 
the true incidence of rates so difficult 
to determine. 


fluence wage and salary claims. 


It forces us back upon 
the more accessible, but less satisfactory, 
formal incidence, in the hope that this 
proves to be a reliable indicator of, al- 
though clearly not an actual measure of, 
the final incidence. 


The Incidence of the O1 er-All 
Tax Structure 

Before we can decide whether it is 
desirable to increase the share of rates 
in total revenues, then, we have to de- 
termine both the incidence of the in- 
creased rate payments and the incidence 
f any consequent adjustments else- 
What evi- 
dence we have suggests that to increase 


0 


where in the fiscal structure. 


the yield of local rates relatively to the 
rest of the tax structure is to increase 
the regressiveness of the tax structure 
taken as a whole, and this seems to me 
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to be the crucial aspect of the matter. 
Local rates constitute a much less im- 
portant part of the national tax struc- 
ture than they did before the war (Line 
§, Table IX). But within the postwar 
period itself, they have increased in im- 
portance from about 7 per cent of the 
total current revenue of the public 
sector between 1948 and 1951 to nearly 
If the rest of the 
tax structure had simultaneously shown 


9 per cent in 1957. 


a tendency to become more progressive, 
then the relative increase in rates could 
be discounted.’® 

It is difficult to judge the progressive- 
ness of a tax structure. But if we take 
as a very crude index the ratio of the 
yields of what are undoubtedly the most 
progressive taxes in the British tax struc- 
ture (i.e., central-government taxes on 
income and capital) to the yields of all 
other taxes except rates (i.e., central- 
government taxes on expenditure and 
national-insurance contributions), then 
we shall have some very rough idea of 
how the central-government tax struc- 
changing in progressiveness 
through time. The result is shown on 
line 8 of Table IX A, smoothed out by 
taking a three-year moving average in 
line 8a. This indicates little change up 
to about 1953, but with a marked fall 
this 


ture is 


subsequently. If we recalculate 
ratio for the tax structure as a whole, in- 
cluding rates in the denominator among 
the regressive taxes, it accentuates this 
tendency towards greater regressiveness 
(Lines 9 and 9a) 
draw the rather guarded conclusion that 


lence to support the view 


From this we may 


there is no evic 
7 


that the greater regressiveness of the tax 
structure implied by the increased role 
played by local rates has in any way 
been offset by greater progressiveness in 
the rest of the tax structure. 


10 J 
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Conclusions 

My conclusions thus far would there- 
fore be: 

(i) It is certainly practicable to in- 
crease the yield of local rates quite con- 
siderably. 

(ii) But the desirability of doing so 
depends upon what compensating ad- 
justments, if any, are made to the rest 
of the tax structure. The issue should 
be judged after evaluating the effects of 
all such changes, as well as the increase 
in rates, upon the incidence of the over- 
all tax structure. 

It might be as well, however, to repeat 
that I have here been concerned only 
with the aggregate amount of rates paid 
and its distribution between broad 
classes of taxpayer, and will deal later 


with problems associated with differ- 


ences between local authorities, and 
therefore of ratepayers in different parts 


of the country. 
2. New Sources of Local Revenue 

It is important when considering new 
sources of local revenue to distinguish 
between alternative methods of financ- 
ing a given level of local expenditure, 
and alternative methods of providing 
local authorities with resources that will 
enable them to enlarge the scope of their 
activities. The former problem is one 
of local-government finance, pure and 
simple, while the latter is a problem 
both of tax and expenditure policy, re- 
quiring a much wider frame of refer- 
ence. The narrower approach will be 
adopted here, as it is not the purpose of 
this paper to enquire into the merits of 
alternative expenditure policies, but to 
consider only the financial problems 
created by the expenditure policies that 
have actually been adopted. 
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When discussing rates, the conclusion 
was reached that the desirability or 
otherwise of increasing the share of rates 
in total revenue depended (among other 
things) upon the compensating adjust- 
ments made in the other revenue items. 
When judging new sources of local 
revenue, we shall, of course, be led to 
the same conclusion. If anything 
definite is to be said, therefore, some 
specific assumptions must be made about 
what these compensating changes are to 
be. Clearly, there is an infinite variety 
of such assumptions that might be made. 
Any particular choice of assumptions 
therefore requires some justification, and 
should not be held to imply the rejec- 
tion of all other possibilities as irrele- 
vant or unworthy of further considera- 
tion. 

What are new sources of local revenue 
supposed to achieve? Independence 
from the central government appears 
to be the major objective as far as the 
local authorities are concerned, while I 


suppose that the major objective as far 


as the taxpayer is concerned would be a 
more equitable tax structure. From 
the local-authority viewpoint this means 
an independent, stable, and convenient 
source of revenue, its base widely and 
evenly spread so that all local authori- 
ties may benefit, and, if possible, with a 
yield which varies fairly sensitively (up- 
wards) with the general price level. 
From the taxpayer’s viewpoint, it means 
that the changed incidence of the tax 
structure as a whole must fulfill certain 
conditions, on which, unfortunately, it 
is difficult to reach a consensus of 
opinion (e.g., should businesses pay 
more taxes and householders less, should 
the tax structure be more progressive or 
less, and so on). This restricts the role 
of the economist to saying what the 
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changes will probably be, and leaving 
the matter at that. 
The R.LP.A. Report 

The 


sources O1 


major investigation of new 
local revenue in the UK in 
recent years is the report of the eminent 
study group set up by the Royal In- 
stitute of Public Administration.’ It 
sets itself the task of finding for local 
additional 


not less than £100 millions (over and 


authorities ‘‘ an income of 


which 
might accrue from the rates)” in order 


above any additional revenue 
that ‘“‘ the revenue from the taxes at the 
disposal of the local authority should 
less, 


not be und should preferably be 


more, than the amount of grants paid 
by the government.” 

Since the basis of this calculation is 
not given, we can only guess at it. At 
the time that the report was written, 
total local-authority expenditure was 
£1,200 millions, fi- 


nanced roughly as follows: rates—£480 


running at about 
million, grants—£480 million, and other 
£240 million. 
pates some increase in rate revenues, the 
addition of a further £100 millions from 


Since the report antici- 


new sources would certainly make pos- 


sible a sizable reduction in grants (say 


by about 25 per cent) roughly as fol- 
lows: rates—£500 million, new revenues 
—£100 million, grants—£360 million, 
and other—£240 million. This would 
seem to bear out their claim that the 
purpose of new sources is to re- 
duce the dependence of local upon cen- 
tral government.” ** Yet, this view is 
clouded later on by the suggestion that 
it is the structure of local taxation itself 


that is being considered." 
11 New Sources of Local Revenue (London: George 


Allen and Unwin, for the Royal Institute of Public 
Administration, 1956). 


12 [bid., p. 15. 
13 [bid., p. 129. 


(Vor. XI 


It seems to me to be essential that 
two distinct objectives be disentangled 
here. The first is that of reducing de- 


pendence of local on central govern- 


ment. This comes by substituting new 
sources of local revenue and rates for 
grants. The second is that of changing 
the itself. 
One way of doing this would be to sub- 


incidence of local taxation 
stitute new sources of local revenue for 
rates. It is true that, if the incidence of 
the local-tax structure were improved, 
the independence of local authorities 
But this 
only come about by permitting them to 


might be increased. would 


undertake expenditures which they 
would otherwise not have undertaken, 
and is excluded both by our terms of 
reference and by those assumed by the 


R | P.A. J In deed, 


ly group. they 
deny that their proposals are “‘an at- 


stuc 
tempt to increase the total burden of 
They that “the 
right way of looking at the matter ” is 
this: 


taxation.” contend 


Given the level of local government ex- 
penditure, the money must come from 
somewhere, and if it does not come from 
taxes levied by local authorities it must 
ultimately come from taxes levied by the 
central government.5 
therefore, 


It seems, that the proper 


“compensating adjustment ” to take as 
our frame of reference here is a reduc- 


14 Toc. cit.: 

What we have in mind is that they [local au- 
thorities] should have choose for 
themselves among a number of taxes at their dis- 
posal, and to use them in the way best suited to 
their 


discretion to 


thus no 

longer be exclusively dependent on the rates. 
Yet a little further down we read a statement which 
takes us back to where we started. 


individual needs. They would 


We .. . assume that in any revised arrange- 
ments for grants toward the general cost of local 
government, the government would take account 
of the financial sources available to local author- 
ities at their own disposal. 


15 Ibid., p. 15. 
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tion of grants, not a reduction of rates, 
for it is by the former, not by the latter, 
that local authorities reduce their de- 
pendence on the central government. 
It is, then, in this light that the R.I.P.A. 
proposals must be judged. 

For various reasons the study group 
rejected local sales taxes, poll taxes, ad- 
ditional fees and licenses, and variations 
in the basis of local rates, such as site- 
value taxation, as suitable sources of the 
large amount of revenue set as their 
target. They ended up with two basic 
recommendations: 


(i) Certain taxes—entertainment tax, 
motor-vehicle duties, and driving-license 
fees—at present levied by the central 
government be transferred, subject to 
certain conditions, to local authorities. 
authorities be 


(ii) Local given the 


power to levy a proportionate tax on 
gross personal incomes, at a rate not ex- 


ceeding 114 per cent (3d on the £). 
Local-Income Tax? 


The first proposal was considered less 
important than the second. Since it in- 
volves no great changes in the general 
tax structure, except perhaps its regional 
impact, attention will here be concen- 
trated upon the proposed local-income 
tax. This tax is to be levied only on 
personal income; the complications in- 


troduced by extending its scope to com- 


panies were considered not worth while. 
Its yield would accrue to the county 


borough or administrative county in 
which the income was earned. 
Assuming that such a tax could be ad- 
ministered effectively and cheaply, let us 
consider its incidence between taxpayers. 
No allowances are envisaged, so that for 
all taxpayers above the proposed (low) 
exemption limit it is a simple propor- 
tional tax on all personal income 
—wages, salaries, interest, dividends, 
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profits and rents. If substituted for the 
local rate, it would increase the progres- 
siveness of the tax structure, or, as the 
report itself puts it: 


The rates are generally agreed to be 
regressive, and a local income tax, how- 
ever simple, is at least proportional to in- 
come and must represent an improve- 
ment in incidence.!® 

But let us now consider the local-in- 
come tax vis-a-vis grants, instead of 


rates. The 


arises is—what taxes will be re- 


vis-a-vis question which 
then 
duced by the central 
its grant disbursements fall by the £100 


millions or so made possible by the ac- 


government when 


cretion of new sources of local revenue? 
One obvious hypothesis is that all cen- 
tral government taxes be reduced pari 
passu. 


over-all tax structure is almost certainly 


Since the central-government’s 
progressive, the substitution of a pro- 
portional tax for a representative cross- 
section of this structure will reduce, not 
increase, the progressiveness of the tax 
structure as a whole. 

It seems unlikely, however, to say the 
least, that the central government would 
react in this way. It 
likely that it would select one or more 


is much more 


particular taxes for relief. At one ex- 


treme, one might argue that by reduc- 
ing, say, the flat-rate National Insurance 
Contributions at present collected from 
employees and self-employed, the net 
result would still be to increase the pro- 


16 Jhid., p. 84. I am not so sure about the “ how- 


ever simple” qualification. If the tax were re- 


stricted, say, to wages and salaries (becoming a pay- 
oll then it is likely to become regressive too, 


r tax) 


since investment incomes and capital gains form a 
higher proportion of incomes in the upper and mid- 
dle ranges than in the lower ranges. It then be- 
comes a matter of conjecture whether local rates or 
such a tax is the more regressive. The crucial con- 
here might then become the relative in- 


he two taxes, and on 


sideration 
centive effects of t this score 


the local rate might be preferred. 
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gressiveness of the tax structure. At 
the the 
might go to surtax payers or to estates 
liable to death duties. 
central government could select from 


Te 3 
other extreme, whole relief 


In short, the 


a wide range of possible adjustments, 
each with its own implications for in- 
cidence. No conclusions about the de- 
sirability or otherwise of the institution 
of a local-income tax can be drawn 
from the point of view of taxpayers 
until it is postulated which of them con- 


stitutes the frame of reference. 
Epilogue 


For the time being, however, the 
issue is dead for all practical purposes. 
In their 1957 White Paper on Local 
Government Finance the central gov- 
ernment declares that they: 


. do not think it practicable to de- 
vise a satisfactory new source of local 
revenue by authorising the collection of 
a local income tax or other such impost 
on top of the national system of taxes; 
nor do they think it appropriate to ear- 
mark for the direct benefit of local au- 
thorities, or to hand over to them, the 
motor duties or any other of the taxes 
now levied nationally.1* 


3. General versus Specific Grants 


The next stage in the analysis is to 
consider in greater detail the grant 


structure itself. Presumably, from the 


local-authorities’ viewpoint, a general 
grant that was dependable, uncondi- 
tional, and sensitive (upwards) to price 
variations, would be as acceptable as, 
and possibly preferable to, having to 


the 


raise the money locally. If, as 
R.LP.A. study group believed, to 


crease the progressiveness of the 


in- 
tax 
structure is ““an improvement in in- 
cidence,” then this too (or pretty well 


any other change in incidence that was 


17 Cmnd. 209, p. 3. 


[Vout. XII 


considered desirable) could be arranged, 
It is 
true, of course, that such a grant would 
not constitute an independent source of 
revenue, in the sense that the local au- 


as we have seen in the last section. 


thority could directly determine its 
amount. 

Chester objects to such general grants 
in these words: 


The collection of nationally levied taxes 
and their transfer to locally elected spend- 
ing agencies is bound to involve a great 
deal of extra administrative work in the 
form of Treasury control besides being 
inimical to a sound system of local gov- 
ernment. It is administratively undesir- 
able to separate the raising and spending 
of taxes unless either there are other ad- 
vantages to be gained which effectively 
offset the labour, etc., involved in Treas- 
ury control or there is no 
FRO sa 


defensible only if it were proved impossi- 


alternative. 
mere provision of revenue .. . is 


ble to replace the money involved from 
additional sources of local taxation.1® 


Now, in the first place, impossibility is 
a hard thing to prove. If taken literally 
would certainly preclude all general 
grants. But fortunately it is neither 
necessary, nor particularly sensible, to 
adopt such a stringent test. We have 
already seen that even if it were possible, 
as it undoubtedly is, to raise more 
revenue from local rates, we might still 
prefer not to do so. 
rely on a grant from the central govern- 
ment (especially if it met the conditions 
set out in the preceding paragraph), 
simply because the incidence of the 
latter arrangement might be considered 
better than that of the former. 


We might rather 


Chester’s view here is 
strongly influenced by his notion of po- 


litical parity between a local authority 


Moreover, 


18 Pp, N. Chester, Central and Local Government: 


Financial and Administrative Relations (London: 


Macmillan, 1951), pp. 358-9. 
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and the central government, which was 
rejected at the outset.’” It seems to me 
that the selection of the taxes to be levied 
by the public sector as a whole should be 
determined mainly by considering their 
incidence and effects, while the decision 
as to who shall levy them—the central 
government or local authorities—should 
be based mainly on grounds of efficiency 
in tax administration, although obvi- 
ously this decision may also affect the 
incidence of the tax. 

But secondly, and more important, the 
real objection to grants seems to be that 
If the 
central government supplemented the 
resources of all local authorities accord- 
ing to a fixed formula based on some 


they are never unconditional. 


agreed (objective) criteria largely out- 
side the control of the authorities them- 
selves, then the only “controls” re- 


quired would be those involved in 
checking the values of the variables in 
the formula, and the usual audit to pre- 
vent the improper use of public monies. 
This would be as close an approach to 
an unconditional grant as it is practi- 
cable to get. 


What then are 


an arrangement? 


the objections to such 
the local-au- 
thorities’ side the usual complaint is that 
such grants tend to be insensitive to 
changing cost conditions, more particu- 


From 


larly in times of rising prices. This is 
not an insuperable obstacle, for “ escala- 
tor” clauses linked to some price index, 
or some differential elements based on 
cost variations between authorities, 
could be introduced if necessary. A 
second, fundamental, objection 
may be raised by the taxpayer or the 
and that is the 


point made by Chester in the passage 


more 


central government, 


19 See Part I, Section I of this study in the De- 
cember issue of this Journal. 
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quoted above, about the undesirability 
of separating expenditure decisions from 
the responsibility for levying the tax- 
ation associated with them. This leads 
us straight into conditional grants—the 
very thing we were trying to avoid. 


The 1958 Act 


The latest official proposals—to sub- 
stitute a general grant for a whole range 
of specific grants as from April, 1958— 
are caught firmly in this dilemma. It is 
proposed to fix some total amount in 
advance for each financial year, taking 
into account: 


(a) the latest information available 

of the rate of relevant expendi- 
ture... , and the current level of prices, 
costs and remuneration, together with any 
future variation in that level which can 
be foreseen; 

(b) any probable fluctuation in the de- 
mand for the services giving rise to rele- 
vant expenditure, so far as the fluctua- 
tion is attributable to circumstances pre- 
vailing in England and Wales as a whole 
which are not under the control of local 
authorities; 

(c) the need for developing those serv- 
ices and the extent to which, having re- 
gard to general economic conditions, it is 
reasonable to develop those services.”° 


This sum will then “ be distributed to 
all county and county borough councils 
by reference to objective factors . 
which 


and 


afford a fair and reasonable measure of 


are readily ascertainable 


the relative needs of each authority.” * 
The basic “‘ objective factor” is total 
population, with supplementary adjust- 
ments for population under 15 years of 
age, high proportions of schoolchildren, 
high proportions of old and young, high 
or low density of population, declining 


20 Local Government Act, 1958, Section 2(1). 


21 Cmnd. 209, p. 6. 
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population, and a special high-cost al- 
lowance for the Greater London area. 
From the amount due to each authority 
in accordance with the foregoing ele- 
ments in the formula may be deducted 
the estimated yield of some prescribed 
rate in that authority, say 1 shilling on 
the £ that was mentioned illustratively in 
the White Paper. This deduction would 
be a measure of the local “means” 
available, and thus would serve as an 
equalizing device. 

By far the most important specific 
grant to be replaced by this General 
Grant is the Education Main Grant, 
which has hitherto been calculated ac- 
cording to a formula which paid a fixed 
sum per schoolchild, plus 60 per cent of 
net approved expenditure (the most im- 
portant element in the grant), less an 
amount based on each authorities rate 
yield (as a measure of local resources). 

This grant had been the target of 
much criticism because of the degree of 
central control that accompanied it, and 
in the House of Commons debate on the 
new proposals, the Minister of Housing 
and Local Government argued: 


The 


point of local autonomy, was that, of the 


worst feature, from the stand- 
total money of grants now given from 
the Exchequer to local authorities, two- 


thirds 


grants. 


was in the form of percentage 


the 
money knowing that whatever it spent, 


The local authority spent 
so much per cent would automatically be 
The Gov- 
ernment departments seeking to watch the 


reimbursed by the Exchequer. 


taxpayers’ interest inevitably had to keep 
tabs on each local authority’s spending. 

. . . The general grant would be based 
not on the amount which a council spent, 
but on objective factors outside the con- 
trol of the individual local authority and 
related to the needs of the area. 

. . . Departments would continue to 


[Vor. XI 


exercise control at key points, but Min- 
isters’ responsibilities for general policy 
ought not to entail meticulous scrutiny 
of the detailed management of the serv- 


ices. 


Later in the same debate, however, the 
Parliamentary Secretary to the Minister 
of Education sought to calm the widely 
publicized and strongly expressed fears 
of educationists that the 
would lead to a deterioration in 
quality of educational provision in some 


He said: 


new grant 


the 


authorities. 


The Government saw no reason why 
the change in the method of calculating 
the grant should affect the apportion- 
ment of statutory responsibility between 
the Minister and the local authorities... . 

T |he Minister’s power to lay down mini- 
mum standards and to enforce them 
would remain. 

The Government recognised that ex- 
penditure on education must go on in- 
creasing. The Government did not 
propose that the burden of the cost of 
this development should be borne exclu- 
sively by the rates. In fixing the amount 
of general grant the Government would 
take 
education service and they 


account of the need to develop the 
would aim at 
keeping a fair and reasonable balance be- 
tween grants and rate-borne expendi- 


2 


wre... 6 
22 The Times, 30 July 1957. 


It is both instruc 


23 The Times, 30 July 19 
na 


tive and entertaining to compare these positions with 
those adopted in 1926 when the 1929 Block Grant 
was first being mooted as a substitute for the many 


percentage which then, too, dominated the 


field. On 


chequer, Mr. 


grants 
the Chancellor of the Ex- 
Churchill 


Government’s position thus: 


that occasion 


Winston expounded the 
field 
I say, mostly based 
More than half the 


This is a very unsatisfactory for the Ex- 


chequer. The grants are, as 
upon the percentage system. 
money is supplied by the Treasury in accordance 
with Act of Parliament. Nearly the whole of the 
administration is in the hands of the local author- 
ities, subject to Government regulations, inspection, 
audit, etc. 
from legislation to alter the scale of grants, is 


In consequence, the expenditure, apart 
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The Classification of Grants 
In order to analyze more carefully 
the nature of the conflicting forces at 
work here, let us make use of the grant 
classification used by Chester in his 
Central and Local Government, and ask 
three crucial questions which he poses: 
(1) Is payment of the grant made de- 
pendent upon the fulfilment of certain 
conditions, or is it unconditional? 
specific 7 ae 


(2) Is the grant “ gen- 


eral "—i.e. is the grant given in respect 
of a particular operation or activity of a 
Local Authority or for the whole or a 
major part of its activities? 


ee 


(3) Is the grant “ fixed” or ari- 


able ”—i.e. does or does not the amount 
of the grant vary promptly with the level 
of activity of that Authority? *4 
It is tempting to set out a neat 
characterization of different basic types 
of grant as follows: 
Condi- 


tional 


S pe- 


cific able 


Vari- 


Percentage Grant .. yes yes 
Unit Grant 


Block Grant 


pays the piper 


Majesty’s 


considered polic f His 
Government to convert the system of p 


a system of block grants, that 


say to pay definite sums instead of percentages to 


the local authorities, to give those authorities in- 


creased discretionary powers, to make them re- 
sponsible for any extravagance or any unduly bold 


enterprise to which they may commit themselves, 


and to give 


they may themselves be able to effect. [However, 


100 per cent of any economies 


no reduction in total outlay on grants was en- 
visaged.] If moral and physical wel- 
fare of the population is to progress, there is no 
effectual reduction to be made in this field. 

No, sir, 
is to protect the Exchequer from an indefinite and 


uncontrolled increase in the 


the only aim which the Government have 


future in this sphere. 
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But there are many reasons why this 
would be unhelpful, or even misleading. 
Firstly, since all grants are in practice 
conditional to some extent, a more use- 
ful breakdown would be by the restric- 
tiveness of the conditions imposed and 
the coercive power wielded in order to 
ensure compliance. Secondly, a unit 
grant—one paid at a fixed rate per unit 
of service 
than a 
each class of grant 


may be more or less specific 


percentage grant, and within 
there may be sub- 
stantial variations 


Thirdly, although 


formal sense, be specific, they neverthe- 


in this respect.~° 
grants may, in a 


less have “income ” effects, and by re- 
leasing local funds for other uses may 
act to all intents and like 
general grants.”° 
* block ” 


informal) 
the 


purposes 


Finally, if “ unit” or 


grants incorporate (formal or 
arrangements for reviewing 


amounts to be distributed or the 


basis of distribution in response to 


changes in patterns or overall levels of 


it earmarked fi 


a percenta 


pressure owards 
and far fewer reward 


re The implica 


» were benefiting es- 


pecially from the Education grant were using 


1 


extra financial re ice their own co 


See Maureen Schulz, “ The Development of the 


in C. H. Wilsor 


(Oxford: Basil Blackwell, 


+ j : } } ] 
tribution and using the difference to supplement 


expenditure on other services. 


Grant System ” ed., Essays in Lo- 


cal Government 
pp. 131-2. 


24 Chester, op. cit., 


1948), 


West Midland Group, Local Government and Cen- 
Paul, 


tral Control (London: Routledge and 
109, 


Kegan 


1956), p. 
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expenditure by local authorities, then 
the variable element creeps in albeit in 
an attenuated form, by the back door. 


Grants to be Analyzed 


Let us therefore abandon over-neat 
classification by basic types and examine 
each grant on its merits, measuring each 
according to the three (independent) 
dimensions: “ conditionality,” “ specific- 
The grants to 
be analyzed are the present Education 
Main Grant, the newly proposed Gen- 
eral Grant, and a unit grant of the 
kind proposed by the West Midland 
Group in their study, Local Govern- 
ment and Central Control. There they 


ity,” and “ variability.” 


recommended: 


[T]hat the contribution of the 
Exchequer should be made in respect of 
every service provided by each authority 
and that it should be based on the stand- 
ard cost to that authority rendered in 
The standard 
should be based on a standard unit cost 


unit terms. local cost 
for the service, with permitted variables 
for each authority, relating to differences 
in physical circumstances, in need and in 
rateable value. The contribution of the 
Exchequer should be a proportion of the 
standard national cost with the whole of 
the permitted variables in cost added if 
local standard cost exceeds national cost, 
or subtracted if it does not.?* 

Having received assistance, the author- 
ity should have freedom in spending both 
the money received 
Should it fail to 
carry out its duties it should be brought 
to book through the Courts.7® 

. . » In order, however, that compara- 
tive information may be made available, 
it is necessary that accounts be presented 
according to a uniform pattern... ona 
basis which would lend itself to the ap- 
plication of relevant methods of cost ac- 
counting to individual services. 


its own rates and 
from the Exchequer. 


27 Ibid., p. 284. 
28 Ibid., p. 5. 


[Vou. XII 


The financial accountability of local 
authorities to the central government... 
should be related firmly and explicitly to 
compliance with standards of cost. . 
Excess expenditure should be a direct 
charge on rates only... . 

Practical requirements for the limita- 
tion of Treasury disbursements should be 
met by budgetary control or by the im- 
position of “ceilings” for expenditure 
on specific services.”? 

This arrangement calls for a control of 
the finances of local government far 
more extensive and efficient than exists 
now. But the present system of financial 
control is largely a system of administra- 
tive control . . . and is only incidentally 
concerned with the economical and effi- 
cient spending of local revenues. To 
substitute for this .. 
ard costs. . 


. a system of stand- 
. should not only make for 
more effective use of public money but 
should remove the need for many of the 
procedures of application, approval and 
bargaining which bedevil the work of lo- 
cal administration. Administrative 
controls could then more properly be re- 
lated to the determination of the bounds 
of the service... .°° 

The carrying out of national policy 
should be by inspection of performance 
rather than by control of detail in ad- 
vance.*! 


Variability 


The present Education Main Grant is, 
as has already been mentioned, basically 
a percentage grant, and therefore ranks 
high on our scale of “ variability.” The 
new General Grant is to be variable 
from year to year in total amount, but 
this variability is not related to the ex- 
penditure of any particular authority 
(and may not, in fact, vary with total 
expenditures of all authorities). It 
therefore gets a low ranking on our scale. 


The West Midland Group Unit Grant 


29 Tbid., p. 79-80. 
30 [bid., p. 282. 


31 [bid., p. 4. 
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(i.e., the unit grant proposed by the 
West Midland Group) will be slightly 
more variable than the General Grant, 
since variations in costs between au- 
thorities as well as changing cost through 
time will be adjusted for more or less 
automatically. It is not, however, re- 
lated to actual expenditures as such, and 
so ranks much lower than the present 
Education Grant. 


Specificity 


The percentage element in the Edu- 
cation Main Grant is paid only on “ net 
* under the 
Act, which restricts it to educational 
expenditure in general and excludes very 
little of consequence within this rather 
broad field.** 
penditure on education constitutes more 
than a third of all current expenditure 
by local authorities (Tables II and IV 
in Part I). We can give this grant a 
“middling ” rating on the 
specificity. The General Grant and the 
West Midland Group Unit Grant are 
even less specific, for both may be used 
for any (legitimate) purpose whatever. 


recognisable expenditure ’ 


We have seen that ex- 


scale of 


Conditionality 


Turning to the third characteristic, 
how conditional the grant is, two rather 
different viewpoints have been adopted 
with respect to the Education Main 
Grant. The first points to the fact that 
the grant is paid subject only to the 
general statutory responsibilities laid on 
local authorities in respect of education, 
and then takes a fairly optimistic view 
about the degree of detailed control re- 
quired to ensure compliance.** The 

32 See Chester, op. cit., pp. 149-153. 


33 Briefly, the pattern of development has been 
for grants to be provided first of all as a stimulus 
to the development of particular services, and 
therefore to be conditional, more or less specific, 
and bearing some relation to total expenditure by 
the local authority on the service concerned. .. . 


LOCAL FINANCE IN ENGLAND 17 


second, and opposite, view is that cen- 
tral-government departments tend to 
interpret their responsibilities in a rather 
more specific way, and are led to regu- 
late the activities of local education au- 


thorities extremely closely.** A great 


. With the success of this “ encouragement ” 


type of grant in establishing minimum standards 


of service, the administrative apparatus can be 


used to ensure that legally prescribed standards 


are universally maintained, and the financial assist- 


ance required by local authorities to meet their 


legal obligations can become more general in na- 
he replacement of 
* block ” 


ture. The process extends to t 


“encouragement” grants by grants, 
which are less specifically, if at all, related to the 


ondi 


tional only upon the general willingness of the lo- 


performance of particular tasks, but are 


cal authority to meet its statutory obligations. .. . 


The finance of education has followed the gen 
bulk of 


authorities for 


eral evolutionary Today, the 


central 


pattern. 
government aid to local 
education is given in the form of a general grant 
i.e., the Education Main Grant]. 
T. Peacock and J. Wiseman, “ The Finance of 
Kingdom,” in Year- 
and New 
London and Columbia 


tate Education in the United 
ook of Education for 195¢ London 


ork: University of Univer- 
) 


ty), pp. 308-9. 


34 The principal Acts governing the provision of 


local services often contain clauses allowing the 


Minister responsible to Parliament for the service 
to make regulations concerning matters related to 


the service which require control of a statutory 


kind but are either too detailed to burden the 


main Act with or cannot be determined with the 
necessary precision before the service provided un- 
- If, as 


case, some time elapses between the coming into 


der the Act is working is so often the 
force of the Act and the issue of a regulation, a 


statutory regulation effects a transfer of discre- 


tionary power from the local authority to the 
central government department. 

3eyond the formal conditions thus imposed 
however, a Minister has general supervisory and 
advisory functions to discharge. .. . 

In general, the central government department 
exercises advisory power in three ways: by issuing 
to all authorities circulars drawing attention to de- 
sirable or recommended procedures, by replies and 
suggestions on specific questions submitted by in- 
dividual authorities looking, for guidance from the 
Ministry as a central clearing house for informa- 
tion about the running of the service, and through 
informal advice and recommendations made to in- 
dividual authorities by inspectors and other offi- 
cials when they consider that a service, in some 
more of its deficient or sub- 


one or aspects, 1s 
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deal of this control, however, is not con- 
cerned directly with expenditure or 
grants as such at all, although clearly 
there is, in the background, the sanction 
of withholding grants, in part, or as a 
whole, if recommendations about stand- 
ards or procedures are not complied 
with. 

The withholding of grant is only one 
of the available sanctions, however, and 
probably the least powerful. The gov- 
ernment has two routes by which it can 
bring legal pressure to bear on delin- 
It can obtain a writ 
the 


quent authorities. 


restraining an authority (under 


doctrine of “ultra vires”) from doing 
something which it ought not to be do- 
ing, or, conversely, it can obtain a writ 
of ‘‘ mandamus” to compel an author- 
ity to do something which it ought to 
be doing, “ought” and “ ought not” 
according to 


this 


in this context connoting “ 
some Act of Parliament.” It is 
method of coercion that is favoured by 
the West 


proceedings 


Midland Group. To use legal 
of this sort in many cases 
might be rather like using a sledge ham- 
and in 


1 
mer to crack a nut, however, 


such cases the “ graduated deterrents ” 
provided by the weaker sanction of 
grant-withholding are probably much 
more effective. 

Be this as it may, there seems little 
doubt that the degree of control associ- 
ated with (but not necessarily insepara- 
ble from) the Education Main Grant has 
But is 
reason to suppose that the degree of 
the 
Grant will be appreciably less? 


been quite high. there any 


control associated with General 


Judg- 
standard or is being faultily administered in some 

other way. 
West Midland 


goes on to detail the ways in 


Group, op. cit., p. 215. The study 


} 


1 
which these powers 


have been exercised'in the field of education (pp. 


221-8). 


[VoL. XII 


ing from the statements made by the 
Government’s spokesmen on this issue, 
it is the abandonment of the percentage 
device that creates the main scope for 
reducing detailed supervision, since the 
solicitousness of central-government de- 
partments in maintaining national 
standards, etc., is not to be diminished 
one whit. But as D. S. Lees, et al., point 


out: 


There is a vast apparatus of detailed 


central control of local affairs about 
which authorities are right to be con- 
cerned, but which has nothing to do with 
the form of Exchequer Grants... . In- 
quiries at the estimates stage will be made 
no matter what the form of the grant if 
the grant is adjusted in amount year by 
year. It is only a grant fixed in amount 
for a period of years which evades this 
annual scrutiny and such a grant is mani- 
festly unacceptable as long as the costs of 


ax 
390 


grant-aided services continue to rise... . 


On the “ conditionality ” scale, these 


considerations would lead us to place the 


General Grant just perceptibly below 
J I P : 


the Education Main Grant. But there 
is another aspect of the matter to be 
taken into account, and that is the use 
of the threat to withho!d General Grant 
for noncompliance with the conditions 
issociated with it. This sanction still re- 


mains, but Chester argues that: 


in practice part of the effective- 
ness [of withholding grants] must de- 
pend on the grant not being too general 
or too fixed. . A specific grant shows 
the extent of the Department’s financial 
As such, 


central 


stake in a particular service 
an occasional decision by the 
partner to withdraw its monetary con- 
tribution because it is not altogether 
happy about the efficiency of the results 
is a simple and generally acceptable idea. 
Local Expenditure and Ex- 
Institute of 


35D, §. Lees, et al., 


chequer Grants (London: Municipal 


Treasurers and Accountants, 1956), pp. 167-8. 





No. 1] 


But supposing the grant is towards the 
general revenues of the Authority, is 
fixed over a period of years, and is clearly 
designed to help the less prosperous areas, 
the right to withhold it in respect to any 
particular service is open to greater ob- 
jection. [I|f the grant is general, 
should not the test of efficiency be gen- 
efah. 5 EO 

If this objection is accepted, then the 
conditions imposed become more tenu- 


1 


ously associated with the grant, or may 


even become dissociated altogether, 
which is equivalent to saying that the 
grant becomes virtually unconditional 
as withholding of the grant falls into 
abeyance as a sanction. This would lead 
us to give the General Grant a much 
rating. It 


lower g conditionality 


in fact, approach the position 
West Midland Group Unit 
Grant, for with this grant the intention 


would, 
held by th 
is to limit the attaching conditions to 
ordinary inspection and audit (though 
based on standard costing accounts), 
relying entirely on legal sanctions to 


maintain standards 


Conclusions 
If we sum up our findings so far, and 
tabulate them in the form employed 
: a 
earlier, we have a picture which looks 
ye 
something like this: 
Condi- Spe- 
cific ibli 


tional 
Present Education Highly Moder- Highly 
Main Grant ately 
West Midland Slightly Not 
Group Unit Grant 
Proposed New Gen- 
eral Grant 


Mildly 


Moder- 


ately 


Not 


This table brings out quite clearly the 
dilemma that the local authorities them- 
selves are in over the proposed new 
General Grant. They are promised some 
easing of the conditions associated with 


36 Chester, op. cit., pp. 153-4. 
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grants, less earmarking of funds, but a 
substantial reduction in their sensitivity 
to variations in local expenditures. 

At the root of the problem here is the 
difficulty of distinguishing in practice 
between variations 
between authorities and variations in 
their actual expenditures. The situation 
is well described by Lees and his col- 
laborators, thus: 


in minimum costs 


[]t is pointless to ask whether percent- 
age grants encourage “‘ extravagance ” by 
local authorities . . . for we have no idea 
how much specific operations by local au- 


thorities ought to cost, and very 


” 


little is now known about “ necessary 


or “unavoidable” costs. . . . All we 
know at present is that local authorities 
spend as they do and that some spend 
more than others. 

High costs may be due to peculiar lo- 
cal circumstances to high standards 
of service. 

Economical spending is not the same as 
low spending; economy means an absence 
avoidance of 


of waste, the unnecessary 


expenditure. Thus if an authority is 


supplying a service at a standard above 
the average, and is doing so at a mini- 
mum cost, that part of its expenditure 
ibove the average is unnecessary only if 
the high standard of service itself is un- 
necessary. . The standards that official 
policy wishes to achieve are set by the 
authorities who progress quickly and not 


by those who lag behind. Given the aims 


f official policy, it would be the height 
of folly to penalise the authorities that 


are achieving the aims most successfully.** 


This points to 
“linguistic analysis” of the utterances 


the need for some 
of the protagonists, as well as a con- 
siderable amount of political and eco- 
nomic analysis of their positions as thus 
clarified, for it is only too easy to inter- 
“ expendi- 


change the terms “ cost,” 


ture,” and “standards” in discussions 


37 Lees, et al., op. cit., pp. 158-160. 
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of this sort.°* Until it is possible to de- 
vise a grant that that 
standards are maintained at or above the 
prescribed level, yet provided at mini- 


will ensure 


mum cost and without committing the 
central government to general subsidies 
on expenditure, there seems to be no 
universally acceptable way out of the 
present dilemma. 

Lees’ study group faced this situation 
squarely, and met it as follows: 


The ideal grant would have the fol- 
lowing characteristics: it would be sim- 
ple, intelligible, and equitable; it would 
encourage local economy in the use of 
public funds; it would leave a wide area 
of local autonomy in the administration 
of local finances; and it would enable 
central departments to control, in at 
least a general way, the standards of the 
services for which they were ultimately 
The not 
exist and cannot exist; it is not possible 


responsible. ideal grant does 
in practice to preserve all the character- 
istics together in their entirety and it 
may not be possible to preserve some of 


Just where the emphasis 
39 


them at all. 
should lie is a matter of judgment. 


They therefore decided to put the em- 
Their notion of 
equity was that the government would 
decide ‘what share of the costs of any 
service it was fair and reasonable for 


phasis on “ equity.” 


38 Elsewhere, Lees himself has been guilty of such 
lapses, for instance: 

Under the block grant, local authorities will re- 
ceive grant because they have people;- there will be 
no connection between expenditure and grant for 
the individual authority. . . . Thus the authority 

has a powerful incentive to keep expenditure down. 
In other words, percentage grants encourage local 
authorities to raise standards and the block grant 
will discourage them from doing so. 

“The Implications of Block Grants,” Local Govern- 
ment Finance, Vol. LXI (Sept., 1957), p. 211. See 
also the paragraphs quoted in the text, where “ costs ” 
is used in the subsequent paragraph although, strictly 
speaking, it is “ expenditure” that is meant. 


39 Lees, et al., op. cit., p. 3. 
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the central government to assume. Then 
“that proportion should be maintained 
from year to year as the cost of the serv- 
ice increases through causes outside the 
” 40 This led 
the group to the conclusion that, in the 
absence of any reliable means of dis- 
criminating between costs and expendi- 


control of local authorities. 


ture, a percentage grant, based on ex- 
penditure, is likely to be more equitable 
than a unit grant. 


[Nothing in our own researches or in 
the more fundamental researches of gov- 
ernment departments points to the con- 
that 


present data, would provide the basis for 


clusion unit costs, derived from 
an equitable and efficient distribution of 
specific Exchequer grants. There can be 
no doubt that national average unit costs 
are crude and unacceptable; to distribute 
grants on this basis must be unduly to re- 
and unduly to 


ward some authorities 


penalise others. Percentage grants are 
vastly more equitable in dealing with dif- 
ferences in necessary costs and efficient in 
dealing with differing standards of service. 

It may be suggested that variations in 
costs could be minimized by appropriate 
groupings of authorities. We have found 
no such groupings. . . . In fact we have 
grouped by almost every criterion but 
that of average rainfall and the facts do 
not fit, there are substantial variations in 


unit costs within each grouping.*! 
the new General 


Grant, Lees has reached essentially simi- 


In connection with 


lar conclusions, presumably based upon 
the same value judgments.** 


40 Tbid., p. 6. 
41 [bid., pp. 179-80. 


421, The block grant will provide the govern- 
ment with an effective instrument for restricting 
local expenditure, particularly during times of in- 
flation. But, as the Government is to continue to 
enforce minimum standards of service, it is honour 
bound to increase the grant in proportion to the 
rise in prices. At present there is no guarantee 
that this will be done. 
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Given the value judgment assumed, 
and the particular interpretation of 
“equity ” used, the conclusion that per- 
centage grants are superior to both unit 
But 


what if one of the more important ele- 


and block grants is inescapable. 
ments in “‘ equity ” were concerned with 
the balance between the pain of paying 
taxes by one group in the community 
and the joys of being a beneficiary from 
local-authority services by a different, 
though partly overlapping, group. 
Then incentives towards local economy 
would have to be given greater weight, 
indeed they would become an intrinsic 
part of “equity” itself instead being 
opposed to it, as in Lees’ formulation 
of the problem. 

If we refrain from the temptation to 
plunge into ethical disputation, how- 
ever, are there any general conclusions 
that emerge from this discussion, con- 
cerning the balance to be struck be- 
the types of grant? 
Where a service is provided by the local 
authority at standards prescribed by the 
central government, the costs of which 
are fairly stable and easily ascertainable, 


tween various 


then the case for a unit grant, especially 


2. The method of distributing the grant will 


cause authorities with low standards to gain and 
. . The Min- 


ister of Education in particular is emphatic that 


those with high standards to lose. . 


progress must go on. In exchanging a percentage 


grant for the block grint he is exchanging an 
for an inefficient tuol to do the job. 


3. The block 


effectively than percentage grants with differences 


efficient 


grant will deal very much less 


in local costs. Low cost areas will be rewarded 
and high cost areas penalised for reasons beyond 
their control. 

4. In 


grant, the block grant will confer more freedom 


replacing specific grants by a general 


of choice on local authorities. But the Govern- 
ment’s insistence on national policies and minimum 
standards of service may make this freedom little 
more than nominal. 

b..s. 

Local Government Finance, 

p. 213. 


Lees, “The Implications of Block Grants,” 
Vol. LXI (Sept., 1957), 
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of the type proposed by the West Mid- 
lands Group, seems to be fairly strong 
on grounds of efficiency, local autonomy, 
and effective central control.** In less 
favourable circumstances, however, some 
other solution would have to be sought, 
and here it seems to be a choice between 
the flexibility of the percentage grant 
and the strong incentive to efficiency 
provided by a fixed grant. In other 
respects there seems little to choose be- 
tween them, for we have seen that both 
their specificity and their conditionality 
It there- 
fore seems fair to conclude that a shift 
in the away from 
specific, percentage towards 
general, fixed grants, implies a shift in 
the importance attached to 
these two considerations.** 


can be varied independently. 


grant structure 


grants 
relative 


1 


a discussion of the feasibility of 
S. Tates and R. 
of Unit Costing in Local Government (London: In- 
Municipal 


especially Chaps. I and 


43 For such a 


solution, see: E. Herbert, A Survey 
stitute of Treasurers and Accountants, 
1953), X; West Midlands 
Group, op. cit., especially Chap. V; and Lees, et al., 
op. cit., especially Chap. IX. 
441n this connection Chester’s views on the latest 


1 


official proposa In an address 


1958 


s are of some interest. 


to the Annual Conference of the Institute of 


Munk 


Local Government Bill—Some General Thoughts,” he 


ipal Treasurers and Accountants, entitled “‘ The 


went on record thus 


The uncharitable view [of the purpose behind 


} 


the General Grant] is that the Government and 


1 particular the Treasury wished to stop or slow 


down the steady rise in the money they were pay- 


ing to local authorities. In particular they were 


worried about Education, the Treasury grants for 


risen by some £100 millions between 
1957-8. Had 


reorganization in the air 


which had 
1954-5 and 


about 


there been no ideas 


local government 


they would nevertheless have felt strongly enough 
to do something about The talk of reor- 


ganization, however, presented the Treasury with a 


wonderful smoke screen For now they could ex 


plain their desire . . . in terms of giving greater 


orities. . . . Education must 


of the 


enough to 


freedom to !local autl 


be included otherwise the total amount 


General Grant would not be large 
justify the claims made for it... . 
On the whole the evidence so far causes one to 


incline towards the less charitable view. ... 





CAPITAL CONSUMPTION BY THE FEDERAL 
GOVERNMENT 


ROBERT HUBBELI 


S iervs article summarizes the results 
of a recent effort to estimate in some 
detail the depreciation, obsolescence, and 
losses on federal-government assets for 
two fiscal years, 1955 and 1956. Al- 
though these estimates are quite rough 
in some respects, they indicate, we 
think, certain probable and interesting 
orders of magnitude. 

The first section of this paper lists 


some reasons for studying this subject. 


Part II discusses in general terms the 
methods of estimation used and raises 
certain conceptual issues. In Part III, 
the tentative summarized. 


Part IV the 


procedure and indicates areas where in- 


results are 


lists some limitations of 
accuracies are most likely present, and 
Part V gives assumptions and explana- 
tions in somewhat greater detail. 


I. Significance of Governmental 

Capital Consumption 

Estimates of depreciation, obsoles- 
cence, and losses on assets owned by the 
federal 
several purposes. 

National capital formation.—Federal 


expenditures for 


government are of value for 


“additions to assets” 


* The authors are staff members of the Bureau of 
the Budget, but the opinions expressed and estimates 
presented are their own and in no way reflect official 
policy or estimates of the federal government or any 
federal government agency. The help of numerous 


individuals who made suggestions or 


drafts of this paper is acknowledged with gratitude, 
particularly the patient persistence of Samuel N. Cohn. 


comments on 


We greatly appreciate the contributions of Stanley 
Katz and David Phillips who prepared much of the 
data. 
results presented here is necessarily omitted. 


Much of the detail underlying the summary 


AND WILFRED LEWIS, JR.* 


have been estimated by the government 
regularly since 1949 in Special Analysis 
D of the budget document.* This tab- 
ulation is a first step towards measuring 
the federal-government component of 
annual national capital formation.” 
However, the figures measure gross in- 
vestment with no allowance for capital 


2 


consumption in most cases.° 

The stock of capital—The House 
Committee on Government Operations 
has for the last several years published 
inventories of real and personal prop- 
erty owned by the federal government.* 


1E.¢., Budget of the United States Go 
for the Fiscal Year 1960, pp. 947-956. 


rumen 


2 Special Analysis D excludes trust-fund and other 


extra-budgetary expenditures, and identifies only ma- 


, jor expenditures for civil equipment. 
i 


3 In 


Statistics organized by the Board of Governors of the 


1955, the Consultant Committee on Savings 
Federal Reserve System felt that the biggest practical 
difficulty in the way of measuring government sav- 
for other sectors 
(See 
Statistics of Saving, Report of Consultant Committee 


ing on a basis consistent with that 


of the economy was the depreciation problem. 


on Savings Statistics, Board of Governors of the Fed- 
eral Reserve System, July 1955.) The Federal Re- 
serve Board is expected to publish soon quarterly and 
annual savings estimates integrated with their ‘ Flow 
of Funds” 
for the federal government. 
far not tackled the depreciation problem. 


estimates, including an identifiable sector 
However, they have so 


4 Real and Personal Property Inventory Report 
(Civilian and Military) of the United States Govern- 
ment located in the Continental United States, in the 
Territories, and Overseas as of June 30, 1955, House 
Committee on Government Operations, House Report 
1930, 84th Congress, 2nd Session, March 21, 1956; 
Supplementary Real and Personal Property Inventory 
Report (Civilian and Military) of the United States 
Government Located in the Continental United States, 
in the Territories, and Overseas as of June 30, 1956, 
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While these compilations furnish data 
not readily available before, they do not 
provide a measure of the stock of pub- 
lic capital. A major limitation (by no 
means the only one, however) is the 
listing of assets at their acquisition cost 
with no allowance for depreciation, ob- 
solescence, or increase in replacement 
cost. 

National balance sheets and national 
wealth estimates.—Attention in recent 
federal 
ment’s statistical program has, among 
other things, pointed out the lack of 
national 


years to gaps in the govern- 


and _ national 
wealth estimates integrated with the na- 


balance sheets 
tional income and product accounts.® 
There has also been some discussion in 
recent years of establishing a balance 


sheet for the federal government alone, 


independent of a national balance shee 
A number of conceptual and defini- 


tional problems need discussion and 


resolution before such balance sheets are 
possible, particularly one for the fed- 


Committee on Government Operations, Committee 


Print, 84th Congress, 2nd Session, 1956. Inventories 
1957 and 1958. For 


years, supplementary data were included in reports of 


are now available for some 


the Senate Appropriations Committee on inventories. 


SF 


LL. Bey 
Committee of the 


National 
National Bureau of Economic Re- 
e Office of Statistical Standards of 
the Bureau of the Budget, 


Report of the Accounts Review 
search made to th 
reprinted in The National 
United States 


Economic 


Economic Accounts of the Hearings 
Statistics of 


the Joint Economic Committee, 85th Congress, Ist 


before the Subcommittee on 


Session, October 29 and 30, 
ter XIV, pp. 248-257. 


1957; particularly chap 
Unofficial estimates, not tied 
to national income and product, have been made by 
J. E. Reeve, et al., “Government Component in the 
National Wealth” in Studies in Income and Wealth, 
Vol. XII (New York: National Bureau of Economic 
Research, 1950), pp. 461-547, and Raymond Gold- 
Study of United States 

Princeton 1956) 3 
vols., (selected estimates from which are reprinted 
in Statistical Abstract of the United States, e.g., pp. 
315-16 of the 1956 edition). 


smith, A Saving in the 


(Princeton: University Press, 


6 F.g., Ben White, “ Should the Government’s Ac- 
counting and Reporting Policy be Revised?,” Federal 
Accountant, December 1956. 


But 


whatever the conceptual framework, it 


eral-government sector separately. 


appears that depreciated replacement 
cost estimates would be required for at 
least some government assets. 
Alternative treatment of the federal 
government sector in the national in- 
come and product accounts.—At pres- 
ent, the se* vices provided directly by 
the federal 


uct side of gross national product) are 


government (on the prod- 


measured by the compensation of gen- 
eral government employees. No return 
is imputed to (and hence no services 
considered provided by) government- 
held assets. 
for the government, all outlays being 
Gov- 


ernment assets are, in effect, written oft 


There is no capital account 
regarded as current expenditures. 


at the time of acquisition.’ Critics, who 
have been fairly numerous, have argued 
that this treatment understates the total 
gross national product and the direct 
government contribution thereto.” To 
quire, among other things, depreciation 


estimates for government assets.” De- 


Income Supplement, 1954 Edition, Sur- 
Washington, D. C.: U. S. 
Government Printing Office, 1954), p. 54. 


7 National 
EF 


vey of Current Business 


>, see Carl 


(Bos- 


5 For some ot 1e ii cu on on tl I 
Shoup, Principles of National Income ral ysis 
ton: Houghton-Mifflin, 15 * Treatment 
of Government Economic Activit the National 
Income and Wealth eri III (Cam- 
Bowes, 1953); I * In- 
Affected by Government Op- 
‘ealth, V 


Gottfried 


Accounts,” 


bridge: Bowes and indeman, 
come Measurement as 
erations,” Studies in Income and W lume 6 


(New York: N.B.E.R., 1943); 


“Government Expenditures and 


Haberler, 
Income,” 


New 


National 
Studies in Income and Wealth, 


York: N.B.E.R., 1946). 


Volume Eight 


9 In preparing the submission of U. S. data for the 
the Organization for European Economic Cooperation 
OEEC 


practices, an estimate of depreciation on public build- 


Annual Review, in order to conform with 
ings has been included in the tabulation of general 
government revenue and expenditure. However, the 
figure used is that for new construction of public 
buildings, on the assumption that this type of con- 
struction is for replacement and thus measures de- 


preciation. 
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preciation on government assets would 
presumably be included, along with the 
present estimates for private deprecia- 
tion, as a deduction on the income side 
of the accounts and, thus, as a partial 
offset to value added on the product 
side in the form of services of govern- 
ment assets. 


instructions !” 


Bud geting.—Existing 
call for agencies of the federal govern- 
ment to establish double-entry book- 
keeping as soon as feasible, and to make 
allowance for depreciation where such 
allowances are deemed to be useful as a 
management aid. Thus far, accounting 
for depreciation is confined for the most 
part to some relatively minor funds or- 
Adminis- 


trators of most other programs have 


ganized on a revolving basis. 


apparently not found depreciation esti- 
mates essential. Similarly, over-all es- 
timates of depreciation for the whole 
government have not been deemed es- 
sential to budget policy making. 

The lack of a compelling budgetary 
need for depreciation accounting is in 
contrast to the budget practices of those 
governments that use capital budgeting. 
Where capital or divided budgets are 
used, the current expenses portion of 
the budget includes either payments of 
principal and interest on previous bor- 
rowing for capital items, or an annual 
allowance for depreciation, obsolescence, 
and losses on capital items purchased 
the 
views, capital budgeting at the central 


without borrowing. In authors’ 
government level has little to recom- 


mend it."? In particular, the idea often 


10 ¢ Policies 


and Procedures for the Guidance of Federal Agencies. 


yeneral Accounting Office, Manual of 


11 For recent discussions of the advantages, draw- 
backs, and procedures of capital budgets, see Richard 
Goode and Eugene Birnbaum, ‘“ Government Capital 
Budgets,” Staff Papers, International Monetary Fund, 
1956), pp. 23-46, and Jesse Burk- 
(New York: John 
Chapter 8, “The Capital Budget,” 


v. 5, (February 


Government Budgeting 


1957), 


head, 
Wiley, 
pp. 182-211. 
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accompanying capital budgets—that as- 
set acquisition should necessarily be fi- 


borrowing and other ex- 
12 


nanced by 
penditures by taxes ’*—is as likely to 
frustrate a stabilizing fiscal policy as in- 
sistence on annual budget balance 
through prosperous and depressed years 
alike. 

Thus, budgetary considerations do 
not seem to require depreciation esti- 
mates other than those that are already 
made. On the other hand, the meaning 
and usefulness—particularly for eco- 
nomic analysis and for cost comparisons 
—of various expenditure classifications 
by function, agency, or program, would 
be enhanced by a capital-current sepa- 
ration. Under present treatment, ap- 
parent costs fluctuate as capital expendi- 


tures are initiated and completed. 
II. General Problems of Estimation 


Conceptual framework.—Acquisition 
of tangible assets by the government, 
even if accurately computed, would be 
a very limited measure of public capital 
Many programs of the fed- 
eral government add to private or state 


formation. 


and local government assets without add- 
ing to federal-government assets; fur- 
ther, no convenient yardstick exists for 
measuring the capitalized value of pub- 
lic education, national security, public 
health, or a host of other national re- 
sources supported by government pro- 
grams. From the standpoint of ability 
to pay its obligations, the biggest assets 
of a national government are the power 


to levy and collect taxes and to control 
the money supply. 
sons, we have had to limit this study to 
Fixed as- 


For obvious rea- 


assets of a measurable kind. 

12 This seems to be the main argument, for in- 
stance, in Beardsley Ruml, A Budget Reform Pro- 
gram (New York: The Seventh Company, 
1953) and Budget Reform, Round Two, Address be- 
fore the Academy of Political Science, New York 
November 5, 1953. 


Inc., 
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sets were considered only if held by the 
federal government or one of its agen- 
cies. Intangible assets include loans and 
advances, but not taxes collectible in 
the future. 

Even for assets of the kind studied a 
basic conceptual difficulty confronts the 
user of estimates of public investment 
and depreciation, particularly where in- 
tegration with estimates for other sectors 
What indeed is the 
Obviously, 
market value may be no proper indica- 
tion. Markets for military assets, in fact, 
may be nonexistent. 


is contemplated. 


“value” of a public asset? 


A starting assumption must be that 
acquisition cost to the government meas- 
ures the initial value added to national 
wealth, on the grounds that such costs 
measure the foregone alternative of pri- 
vate output. This assumption would be 
too conservative if in practice an undue 
obsession with holding down government 
expenditures regulary kept public-asset 
formation below the point where mar- 


ginal social benefits equal marginal so- 


cial cost, or it would be too generous if 
political back-scratching regularly added 
unnecessary public assets. 

On the other hand, the fact that some 
assets are acquired when the economy is 
operating at less than full utilization of 
resources is no basis for arguing, as is 
sometimes done, that marginal social 
cost is zero. Whatever the level of em- 
ployment, it is always possible to con- 
ceive of alternatives to public-asset ac- 
quisition available with different policies 
—for example, private consumption or 
investment financed by tax reduction. 

Assuming, however, that acquisition 
cost (or an estimate thereof for assets 
acquired without purchase) measures 
initial value, there is still a question as 
to just how well “ depreciated replace- 
ment current value. 


cost’’ measures 
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The replacement cost of, say, a single 
airplane no longer on the production 
lines would be enormous, probably re- 
quiring hand production. Replacement 
value, we presume, should mean the en- 
tirely artificial figure obtained by adjust- 
ing original value for changes in the 
prices of similar assets for which the 
benefits of mass production are available. 

Another conceptual problem concerns 
the treatment of military equipment. 
The main argument for regarding mili- 
tary equipment as an asset is that it is 
useful to the government over a period 
The appropriate rates for de- 
preciation or obsolescence of military 


of years. 


assets must be highly subjective under 
the best of estimating techniques, de- 
pending largely on the military-strategy 
preferences of the estimator and, whether 
he wills or no, his appraisal of the conse- 
quences to the country of holding versus 
This 


subjectivity seems even greater than that 


not holding various military assets. 


associated with estimates for private or 
other public assets and is perhaps a major 
reason for military assets being ignored 
in most estimates of saving, investment, 
and national wealth. Another reason 
stems from the fact that such assets must 
be regarded as expendable in case of war. 
Since we can offer no solution to these 
questions, we have kept our estimates 
for military assets separate, where they 
may be included or excluded as it pleases 
the reader. 

Estimating procedure-—The point of 
departure for preparing the estimates 
for each of the two years covered in the 
study was the General Services Adminis- 
tration inventory of real property of the 
United States Government as supple- 
mented by figures for personal property 
tax and other assets submitted to the 
House Committee on Government Oper- 
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These inventories valued assets 
at the end of the fiscal years 1955 and 
1956 at their original cost. 


ations. !* 


Allowances 
for depreciation or losses did not seem 
appropriate for about $32 billion of as- 
sets—land, cash and securities, accounts 
receivable, accrued interest and revenue 
receivable, work in process, collateral 
acquired on loans outstanding for which 


allowances for losses have already been 


made, items not delivered although paid 
for, and items earmarked for delivery to 
allies. Material and supplies and disposa- 
ble surplus property were also excluded 
from further analysis, as being expend- 
able or already depreciated. 

The remainder of the inventory, and 
some other asset estimates from reports 
made by the Bureau of the Budget or the 
Treasury Department (where these were 
more complete than the inventory) were 
grouped into approximately 170 cate- 
gories of assets for which separate esti- 
mates of depreciation, obsolescence, or 
loss were made. For tangible assets other 
than commodity inventories, deprecia- 
tion was calculated on a straight-line 
original-cost basis. (Some discussion of 
the appropriateness of this method ap- 
pears in Part IV.) For important com- 
modity inventories, loss assumptions were 
assigned in relation to current outlays 
rather than to total stocks. This ad- 
justment does not represent capital con- 
sumption in the ordinary sense, but the 
writing down of assets that were over- 
valued at the time of acquisition. Prob- 
able loss for loans and similar financial 
assets, where known, or where it could 
be inferred from the experience on re- 
lated programs, was divided by an esti- 
mate of the term in years of the loans in 
order to derive an estimate of losses as 
a percentage of the amounts outstand- 
ing. These percentages were then ap- 


13 See footnote 4. 
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plied to the categories of loans and in- 
vestments in the inventory. 

For many of the tangible assets, the 
Internal Bulletin F 
was the guideline for determining useful 
lives.'* 


Revenue Service’s 
For most classes of military as- 
sets, classified information as to their 
nature was examined in order to form a 
judgment as to useful life. In some 
cases, rather arbitrary and subjective es- 
timates of useful life were required. 
Replacement-cost estimates were built 
up by the following reasonable, but ad- 
mittedly arbitrary, method. First, the 
original-cost data for the 170 categories 
of assets were aggregated into the eight 
broad groups listed in Table I, and the 
average implicit depreciation rate com- 
puted for each group. For each such 
group, annual expenditures (or esti- 
thereof ) obtained from 
Treasury, budget, or other records, and 
cumulated backwards for the preceding 
years until they totaled the 1955 
1956) original-cost inventory. 


mates were 


(or 
Such 
price information as was available for the 
intervening years was then used to ob- 
tain the current value of these historical 
additions to assets, and the implicit de- 
preciation rates obtained for the origi- 
nal-cost estimates were applied to these 
revised inventory figures. 


III. Major Findings 


Capital consumption.—Table.I sum- 
marizes depreciation costs by major 
category, on both an original-cost and a 
replacement-cost basis. The deprecia- 
tion rates shown for the various cate- 
gories in the tables are weighted aver- 
ages which summarize the rates used for 


the items within the category. More 


14U, S. Treasury Department, Bureau of Internal 
Revenue, Bulletin ‘F”—Income Tax Depreciation and 


Obsolescence, Estimated Useful Lives and Deprecia- 
tion Rates (Revised January 1942). 
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detailed breakdowns and rates were used 
in making calculations. 

The over-all depreciation rates implied 
are 8.57 per cent in 1955 and 8.99 per 
1956. 
it is realized that military assets bulk 


cent in These seem high until 


large in the total. The rate for civilian 
tangible assets other than inventories 
was 3.4 per cent in 1955 and 3.3 per 
1956. 

Of the estimated total depreciation 
and losses ($15 billion for 1955 and $16 
1956 on 
basis), about 4/5 is occasioned by mili- 


cent in 


billion for an original-cost 


tary assets. Military-asset holdings are 
much larger than civilian, and they be- 
come obsolete faster. 

Total capital consumption is about 
$3'% billion higher on a replacement- 
cost basis than in the original-cost esti- 
mates. Military assets account for most 
of the increase. For civil assets, a switch 
from original cost to replacement cost 
increases depreciation charges by about 
$300 million in each year. 

Public investment.—Table II sets the 
depreciation charges on a replacement- 
cost basis against selected categories of 
asset purchase as recorded in Special 
Analysis D of the budget document for 
Although dif- 
ferent depreciation assumptions could 


each of the two years. 


change these estimates, the calculations 
recorded in table II indicate that net in- 
vestment by the federal government in 
both civil and major national-security 
assets took place in 1955 but that in 
1956 disinvestment in major national- 
security assets more than offset net in- 
vestment in civil assets. 

The information on net additions to 
assets in Table II cannot be reconciled 
with that on stock of assets in Table I 
It will 


be noted, for example, that additions to 


with presently available data. 
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the public-works and equipment cate- 
gories of civil assets were made in both 
years, yet the inventory data recorded 
in Table I shows a decline in both these 
categories from 1955 to 1956. The fol- 
lowing factors, impossible to evaluate 
quantitatively, probably account for 
this discrepancy: 

1. Changes in concept, definition, and 
thoroughness by the compilers of the 
inventories; 

2. Property disposal and destruction; 
and 

3. Expenditures on projects which, 
because not yet completed, are not 
added to the inventory. 

If we assume that the estimates are of 
the proper order of magnitude, it would 
seem reasonable to generalize from these 
findings as follows: For both years, net 
investment in loans and commodity in- 
ventories account for most of the in- 
vestment in civil assets, with net invest- 
ment in land, buildings, and structures 
in both years being largely offset by de- 
preciation on equipment. 

The disinvestment in civil equipment 
follows from the fact that over 50 per 
cent of these assets are merchant ships, 
most of them acquired during World 
War II, although the disinvestment may 
be exaggerated by the use of the official 
20-year life for the ships. 

For the military, estimated deprecia- 
tion and obsolescence on equipment in 
1955 largely offset, and in 1956 more 
than offset, additions to military assets 
of all kinds. 


method of estimation, the finding just 


Needless to say, given the 


stated cannot be interpreted as an indi- 
cation of the direction of change of our 
military capability. New equipment has 
greater mobility, range, and destruc- 
tive power than the equipment being 
replaced. 
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Since the stock of public capital is 
large relative to the annual increments, 
capital consumption for recent years is 
probably of the same order of magni- 
tude as that found for 1955 and 1956. 
Thus, for recent years, it appears that 
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a means of showing apparent budget 
surpluses in order to reduce taxes." 
National Capital Formation—Public 
investment as computed above is not the 
same as federal government contribu- 
tion to net national capital formation, 


TABLE II 


CoMPaRISON OF Est! 


MATED DEPRECIATION, OBSOLESCENCE AND Losses WITH 


DDITION 


(Millions of dollars) 


Fiscal year 1955 


Estimated 
depreciation 


Type of asset 13 
YI ines Additions 
‘ bo & 
oO assets 


(Rey 


ment-c 


Civil: 
Public works 
Equipment 
Major commo 
Other physi 
Loans ‘ ee 
Total ci 
Major natio1 
Public works 
Major equ 
AEC 
Major comm« 
tories 
Atomic « 
equipment 
Other 


(ato! 


$ 1,024 
218 


1,552 
— 283 
1,668 
$ 4,179 


$ 1,620 
ipm 
13,007 


jor national 
t 


ty assets 


S18! 


additions to : 
“Investment, Ope 
juipment, addit 


“Except for civil equipment, 
Special An ilvsis D, 
Document. For civil « 
as tabulated from 
equipment, 
» Range and ferest improvements, and a 
* Reports on portfolio of mutual-secur 
urity. Allowances for mutual security are he 


; 
l 

were 

Se ( Abd ’ iv 


rating, 


10ns 


sec 


ins are additions to major national-se 


the net federal acquisition of assets after 
allowance for depreciation, is probably 
in the range of + $2 billion to — $2 bil- 
lion a year. This result may be a dis- 
appointment to those individuals who 
have recommended capital budgeting as 


place- 


to asset 


i_ppropriation accounts in the Budget. 


julsition (net 


ity loans do 1 


Fiscal year 1956 


Estimated 
depreciation 


Xe place- 


Net 
invest- 
ment 


Net 
invest- 
ment-cost ment 


Additions 


basis) 


$ 962 
16,279 
60 
341 


749 998 
10) } 15 
$16,015 $17,645 - 1,630 


$19. 916 SO 


836 
Te 


“40 $19,836 


esent budget expenditures as recorded in 
er Budget Expenditures,” in Budget 
measured by obligations for equipment 


Analysis D separates only major 


the 


r as collateral 
and nD 
classifi as all civil, although some mutual- 


tional 


since intangible asset acquisition was in- 


cluded. 


ment (or national wealth estimate), in- 


For a national savings state- 


tangible assets in one sector would be 
offset by liabilities elsewhere, except for 


15 E.g., Beardsley Ruml, op. cit. 
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net foreign claims. Further, acquisition 
of existing assets, such as land, would 
not count. The estimates for additions 
to assets include unknown amounts for 
land, assumed to be 10 per cent of con- 
struction costs for civil assets and 6 per 
cent for national security assets. An un- 
known but probably negligible amount 
was included for other existing assets. 
Below (Table III) is a summary which 
eliminates estimated land purchases and 


excludes intangibles other than net 


claims against foreigners.*® 


IV. Major Limitations of the Estimates 


Completeness of inventories.—The in- 
ventories for most items are compiled 
from agency records, which are of un- 
even quality. Agency bookkeeping has 
been directed primarily towards ac- 
counting for fund balances and appro- 
priations, rather than measuring asset 
values. Where property accounting is 
used, assets are generally carried at ac- 
quisition cost. In many cases, acquisi- 
tion cost and hence book value differ 
markedly from market value even at 
the time of acquisition. For example, 
assets acquired without cost are usually 


not capitalized on agency balance sheets. 


The compilers of the inventory point 
out that a good deal of work still re- 
mains before the inventory will be com- 
plete, although considerable progress has 


16 These figures are not directly comparable with 
any alternative estimates available for the same pe- 
riod, as far as we can determine. In the national in- 
come and product accounts, acquisition of assets by 
the federal government is considered current outlay, 
the problem of depreciation therefore does not arise, 
and “saving” by the federal government means the 
surplus of receipts over expenditures on income and 
product account. The Federal Reserve Board esti- 
mates of saving, to be made public shortly, although 
similar conceptually to the estimates in Table III, in- 
clude for the federal-government sector only con- 
struction, and make no allowance for depreciation on 
public assets. Goldsmith, op. cit., excludes military 
assets. 
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been made since the first inventory for 
December 31, 1953.77 Property ac- 
counting records are being developed 
but some items for which there are not 
complete records may still be omitted or 
estimated incorrectly. The inventory 
for December 31, 1953, was confined to 
real property in the continental United 
States. The inventory for June 30, 
1955, reported $2.2 billion more for 
this category of assets, an increase of 
7.4 per cent. Most of the increase was 
attributed to a refinement of data rather 
than to new acquisitions or construc- 
tion. The 1955 inventory was the first 
for personal property of civil agencies 
and for overseas real property of the 
same agencies. The 1956 inventory, as 
published, showed an increase of $14.3 
billion for these assets. Since this is 
more than would be expected from ex- 
penditures for that year, many items 
missing in the 1955 inventory must 
have been included in the 1956 inven- 
tory. While the 1956 inventory is the 
third on military personal property, it is 
still somewhat incomplete on equipment 
which is in use as distinguished from 
equipment in the supply system. 

Appropriateness of depreciation rates. 
Having only limited experience with 
property accounting, the federal gov- 
ernment has very little evidence on its 
own depreciation rates. Bulletin “ F,” 
last revised in 1942, is a very rough 
guide for private assets, but is less ap- 
propriate for Government assets, even 
those not peculiar to Government. 
Where agencies do find depreciation es- 
timates useful, rates for similar assets 
vary. 

The categories of assets reported in 

17 Page 82 of Real and Personal Property Inven- 
tory for 1955 and pages 1-9 of Supplementary Real 


and Personal Property Inventory for 1956, cited in 
footnote 2. 
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the inventories are broad and in some 
cases are classified by organization units 
(e.g., the Forest Service) rather than 
type. Consequently, some guesswork 
on the predominance of certain kinds of 
structures or equipment in a category 
was required in order to select a rate for 
depreciation or obsolescence appropriate 
to the whole class. 

The objections to straight-line as a 
realistic depreciation method are well 
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of-digits methods) would seem appro- 
priate for military equipment which, 
with rapidly changing technology, may 
lose its strategic value sharply in early 
years but may retain some limited tacti- 
cal value which it gives up more slowly. 


In the absence of age classification of 
the inventory data, we had no alterna- 
tive but to use the straight-line method. 

We doubt, however, whether the esti- 
mates would be changed significantly by 


TABLE III 
FEDERAL GOVERNMENT COMPONENT oF Net NatioNat CapPiTaL ForMATION * 


(In millions) 


Estimated 
depreci- 
ation 
( Re place - 
ment-cost 


basis) 


Additions 


to assets 


ution to net 
formation $19,676 
19,551 
$ 2,692 


$18,454 
18,276 
$ 2,059 
16,217 


173 


National security 
Foreign 


1955 
$ 256 
1.586 
$1,842 $132 
known. A more elaborate method was 
used in the 1950 estimate of govern- 
ment wealth made by J. E. Reeve and 
his colleagues, who assumed that broad 
categories ot structures contained equip- 
ment which would depreciate fairly 
rapidly and other elements which would 
depreciate over a longer period.’* Some 
method of estimating depreciation which 
has decreasing amounts for successive 
years (e.g., declining-balances or sum- 


18 Reeve, ef al., op. cit. 


Fiscal year 1955 Fis 


al ye ir 1956 
Govern- 
ment 
component Additions 
of net toassets (Replace- 
capital ment-cost 
formation 


Estimated 
depre Cl- 


ation 


Govern- 
ment 
component 
of net 
capital 


basis) formation 


$18,453 $19,883 
18,396 19,713 
$ 2,570 $ 2,071 
15,826 17 642 


vi 
12 
15 


Newer 
assets would have higher depreciation 
rates, but older assets lower. Unless the 
stock of capital were growing rapidly, 


using an accelerated formula. 


these changes would tend to offset one 
another. On the contrary, one tenta- 
tive conclusion of our study is that net 
investment, at least for 1955 and 1956, 
was relatively small. 

Adjustment for price change.—The 
method used to adjust for price change 
leaves something to be desired. Cumula- 
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tive construction expenditures equalled 
the amount of buildings and structures 
reported in the inventory when carried 
back 12 years from 1955. Obviously, 
many buildings are much older. If 
data were available on the original cost 
of property sold, transferred, or de- 
stroyed, an adjustment could have been 
made and the inventory total would not 
have been reached until expenditures 
had been carried back further. In that 
case, the amount of price change would 
have been greater than these estimates 
show, and depreciation charges corre- 
spondingly higher. Similar difficulties 
were encountered for equipment, where 
the distortion introduced by ignoring 
scrappage is of more serious proportions. 
The job of revaluing the inventory 
for price change would have been easier 
and more accurate if the compilers had 
provided an age distribution of assets. 
To make direct use of the age data pres- 
ently available for buildings and struc- 
tures would necessitate separate compu- 
tation for about 12,000 installations. 
For no category of assets was it pos- 
sible to choose a price index completely 
The 
coverage of the indices and the weight- 


appropriate to the assets involved. 


ing of items within them differ from 
the coverage and relative importance of 
items in the inventories. 

In view of the 
above, the rough statistical approach 
used here may differ greatly in total 
from the results which would be ob- 


reservations noted 


tained by a more precise accounting ap- 
proach. On the other hand, errors in 
the estimates may partially offset each 
other, so that the total may be more re- 
liable than the subcategories. In any 


event, an approach based on actual ac- 


counts is not possible at present. 
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V. Assumptions and Explanations of 
Estimates 


Buildings and structures.—The aver- 
age rates for civil buildings and struc- 
tures were 1.83 per cent in 1955 and 
1.81 per cent in 1956. These rates are 
low because over 40 per cent of the 
original cost is for power development, 
reclamation and irrigation, and flood 
control and navigation structures. 

For buildings and structures, Bulletin 
“ F” was generally used as a basis for 
depreciation rates, with the following 
modifications: 

a. Bulletin “ F” rates were raised 0.5 
percentage points for most overseas fa- 
cilities. 

b. The Bulletin “ F ” composite rates 
for buildings including fixed equipment 
were used rather than the lower rates 
for buildings where equipment is sepa- 
rate. 

c. Federal office buildings were as- 
sumed to have a 67-year life rather than 
the standard 50 years because many of 
them were built along more substantial 
lines than the related private construc- 
tion. 

d. Housing units operated by civilian 
agencies were given a rate between the 
40 years (2.5 per cent) for apartments 
and 50 years (2 per cent) for dwellings 
shown in Bulletin “ F.” 

e. Assumptions on rates for institu- 
tional buildings (schools, hospitals, pris- 
ons, etc.) were necessary since Bulletin 
“ F” gave no guidance. 

f. ““ Other buildings ” were given the 
weighted average rate of the preceding 
classes, except that leasehold improve- 
ments were depreciated at 2.5 per cent. 

g. In selecting rates for structures 
and facilities, assumptions on the com- 
position of the assets were necessary. 
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For example, Bulletin “ F ” lists varying 
lives for piers depending on the type 
timber 25 years, steel 33 years, and ma- 
Piers were assumed to 


be masonry and were depreciated at 2 


sonry 50 years. 


per cent. 

h. Flood-control 
structures were rated at 100 years (1 
per cent) on the assumption that little 
(Reclama- 


and navigation 


equipment was involved. 
tion and irrigation structures were as- 
sumed to have about the same propor- 
tion of built-in equipment as power de- 
velopment and the Bulletin “F” rate 
was used. ) 

The rates for military buildings and 
structures are higher than for civil agen- 
cies beause many of the structures are 
airfield pavements, roads, and troop 
housing which were assumed to depre- 
ciate fairly rapidly. About 27 per cent 
of the military structures are classed as 
semipermanent or temporary. 

As with facilities, 
were necessary on the kind of assets in 
a category. For example, it was as- 
sumed that military piers, unlike civil- 
ian, were predominantly wood piling. 

To estimate replacement costs, annual 


civilian guesses 


construction outlays were cumulated 
starting with calendar 1953 and going 
back to 1942 at which time they equaled 


the inventory total. (Expenditures 
since 1953 were not used for the June 
30, 1955 figures and expenditures since 
1954 were not used for the June 30, 
1956 figures, becasse construction items 
do not enter the inventory until after 
completion.) These annual expendi- 
ture figures were then multiplied by the 
ratio which the composite construction- 
cost index for June, 1955, (or June, 
1956, as the case may be) bore to the 
same index for each year. 


Civil equipment.—The bulk of civil 
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equipment reported belonged to two 
agencies—the Maritime Administration 
and the Library of Congress. Merchant 
ships were depreciated at 5 per cent; 
books were assigned a 30-year useful 
life. 

In some cases, depreciation of equip- 
ment could be obtained from business- 
type statements in the budget docu- 
ment or, where recent Budgets did not 
contain this detail, inferred from earlier 
Budgets which did print the detail. For 
some bureaus that did not have busi- 
ness-type statements, depreciation rates 
could be inferred from the cost state- 
ments of other bureaus which seemed to 
have similar operations. For example, 
the rate for the Forest Service working 
fund was used for the Soil Conservation 
Service and the National Park Service; 
the rate for equipment of the Alaska 
Railroad and the Virgin Islands Corpo- 
ration was used for the Office of Terri- 
tories and the Panama Canal Company. 

For other bureaus, it was necessary to 
assume that one or two kinds of equip- 
ment would determine the rate for the 

The depreciation rate 
* F” for office equipment 


entire bureau. 
from Bulletin 
is 6.6 per cent; tabulation equipment, 8 
per cent; scientific and hospital equip- 
ment, 10 per cent; automobiles and air- 
These 


rates, or combinations of them, were 


ways equipment, 15 per cent. 


generally used. 

To estimate the replacement value 
for equipment, the equipment obliga- 
tions of all the agencies concerned were 
cumulated for the years of the inven- 
tories and preceding years until they 
equaled the totals of assets except books, 
which are not included in obligations 
for equipment. (Obligations were used 
because expenditure figures for equip- 
ment are not generally available.) Ob- 
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ligations for each of the years were then 


adjusted in accordance with the rise in 
the wholesale-price index of the Bureau 
of Labor Statistics for commodities 
other than food and agricultural prod- 
ucts. 

Commodity inventories——For  pur- 
poses of estimating deterioration or loss 
on sale for major commodity inven- 
tories, only selected items were consid- 
ered—Commodity Credit Corporation’s 
stock of farm products, the metals and 
minerals acquired under the Defense 
Production Act, the civil-defense stock- 
pile, and the stockpile of strategic and 
critical materials. It was assumed that 
other minor commodity inventories of 
the Government would be consumed 
quickly or sold without significant loss. 

CCC losses are due mostly to a dis- 
parity between purchase price and dis- 
posal value, rather than deterioration. 
In the absence of a better index, the loss 
for 1955 and 1956 was assumed to be 
30 per cent of gross acquisitions in both 
years. 

The Defense Production Act expan- 
sion program involves a loss because of 
purchase of metals and minerals at pre- 
mium prices and resale to the strategic 
stockpile at market prices. The amount 
assumed was 20 per cent of annual gross 
acquisitions. 

The blood, medical, and other emer- 
gency supplies being stockpiled by the 
Federal Civil Defense Administration 
were assumed to deteriorate at a nomi- 
nal rate of 5 per cent. 

For the stockpile of strategic and 
critical materials, the cost of rotating 
materials was used. Rotation is done to 
prevent deterioration. No loss from 
change of price was anticipated because 
it was assumed that liquidation would 
occur only in case of war when prices 


would be higher. 


(Vou. XII 


No adjustment was deemed appro- 
priate for changes in replacement cost 
on the major commodity inventories. 

Military equipment.—Total federal 
asset holdings, and total capital con- 
sumption as estimated in this study, are 
heavily weighted by military equipment. 
For these items, obsolescence is a more 
significant factor than deterioration. 
The rates used do not reflect possible at- 
trition from combat. The average rates 
found for supply-system inventories 
was 11.60 per cent in 1955 and 11.84 
per cent in 1956. Average rates for 
equipment in use were 13.8 per cent in 
1955 and 15.5 per cent in 1956. 

The average rates for supply-system ’ 
inventories reflect large amounts of air- 
craft parts, weapons, and ordnance ve- 
hicles, which were assumed to become 
obsolete rapidly. Equipment in use was 
heavily weighted by aircraft and ships. 
Aircraft were depreciated at 25 per 
cent. On the basis of an unpublished 
report of the number of ships of each 
type, from floating derricks to aircraft 
carriers, ships were estimated to have an 
average life of 15 years. 

Replacement costs for all military 
equipment were estimated roughly by 
cumulating expenditures for major pro- 
curement back to 1950 and cumulating 
obligations for equipment for the years 
before 1950 (when expenditure data 
were not presented in sufficient detail to 
A lag 
of one year between obligations and ex- 
penditures was assumed, so that 1948 
obligations were used in lieu of 1949 
expenditures. The Bureau of Labor 
Statistics wholesale-price index for ma- 
chinery was used as a basis for obtain- 
ing price change. No adjustment for 
attrition in Korea or for surplus disposal 
was possible. 

Loans.—The figures on loans out- 


obtain figures for equipment). 
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standing contained in the property in- 
ventories were supplemented in some 
instances by more complete data in the 
budget documents and in Annual Re- 
ports of the Secretary of the Treasury. 
Domestic-loans outstanding are mostly 
for rural electrification and for home 
ownership. Loss rates were assigned by 
considering the experience under the 
program itself or under related pro- 
grams. The judgments were helped 
considerably by reference to a study on 
federal credit programs prepared for 
the National Bureau of Economic Re- 
search.”® 

The average loss rate for agricultural 
loans was .8 of 1 per cent of loans out- 
(Commodity Credit Corpo- 
On CCC 
loans the loss occurs when the 
modities are sold and is estimated on 
the commodity discussed 
above.) For REA loans, the experience 
of Banks for Cooperatives was used. 
The experience of land banks and insur- 
ance companies on farm mortgages was 
used for the Federal Farm Mortgage 
Corporation. The Federal Intermediate 
Credit Banks were assumed to have a 


standing. 
ration loans were excluded. 
com- 


inventories 


zero loss ratio, since these banks lend 
only to production-credit associations 
which can absorb their small losses. 

Loans of the Bureau of Indian Affairs 
were given the same rate as that experi- 
enced for disaster relief loans by the RFC 
and Department of Agriculture. 

On business loans, the total allowance 
in 1955 was 1.04 per cent and in 1956 
was 1.32 per cent, contrasted with the 
1919-41 experience of .85 per cent for 
Federal Reserve Member Banks. Bank 
experience on business-loan losses was 
used for the debts of purchasers of mer- 

19R, J. Sauinier, H. G. Halcrow, and N. H. 


Jacoby, Federal Lending and Loan Insurance (Prince- 
ton: Princeton University Press, 1958). 
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chant ships and of the Inland Water- 
General bank ex- 
perience on housing mortgages *’ was 
used for the debt owed by purchasers of 
synthetic-rubber plants. Loans and ad- 
vances for expansion of defense produc- 


ways Corporation. 


tion were assumed to be for risky ven- 
tures in mining and 10 per cent of 
disbursements was allowed. 

The average rates shown for loans for 
housing and public facilities are .49 per 
cent in 1955 and .58 per cent in 1956. 
These may well be high.*' The loss ex- 
perience of .the Home Owners Loan 
Corporation of about .5 per cent a year 
was also used for some other housing 
portfolios for which losses may be less. 
Half this rate was used for college hous- 
ing and public-facility loans. 

More than half of all federal loans are 
foreign loans. Without making any 
predictions on a loan by loan or coun- 
try by country basis, and with no ex- 
perience which seemed comparable, the 
over-all assumption was made that the 
losses on these loans would be higher 
than on domestic loans because of prob- 
lems of foreign exchange or changes of 
government. Therefore, it was assumed 
that the Export-Import Bank might 
have a 10 per cent loss on loans out- 
standing. Spread over an assumed aver- 
age term of ten years, this would be a 


1 per cent annual loss. The same rate 


was applied to dollar loans from mutual- 


security appropriations and from the 
For lend-lease and surplus- 
property loans for both 1955 and 1956, 


Treasury. 


20 Behrens, Carl F., Commercial Bank Activities in 
(New National 


conomic Research, 1952). 


Urban Financing York: Bureau of 


T 


21 Behrens, op. cit., shows the following rates for 
116 banks on urban mortgages in 1920-47: 
family—.36; 1 to 


1 family 
houses—.28; 2 to 4 4 families 
with business quarters—.51; apartments—1.43; stores 
other—.54. The weighted average 


—.15; and all 


was .43 per cent a year on the amount outstanding. 
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an over-all loss of 75 per cent or 3.75 
per cent a year for a 20-year term was 


assumed. For a number of countries, 
no final agreements have been negoti- 
ated. Local-currency loans made under 


the mutual-security program were as- 
sumed to have a 50 per cent dollar loss. 
With a 30-year term, the 50 per cent 
rate would be 1.67 per cent a year on 
outstanding loans. 





INCOME-TAX ADMINISTRATION 


HAROLD M. GROVES * 


HE subject of income-tax adminis- 

tration falls neither in political 
science nor economics and accordingly it 
is one that is likely to suffer from 
neglect. That the field poses some first- 
rate analytical and research problems, 
however, is apparent; these problems are 
intriguing on their own account and 
important for public policy. In this 
paper we shall seek to explore a few of 
what seem to us the more outstanding 
problems.’ 

In recent years some recognition has 
been given to the fact that an income 
tax is like a stool with three legs and 
that if any one of them is defective the 
others will not save the stool from de- 
fective performance. The first and the 
simplest and the one that gets most at- 
tention is the rates. The second is the 
all the 
avoidance currently under much discus- 
sion. The third is administration. That 
a tax which is ideal in other respects can 
produce weird and perverse results if 
badly administered is a precept often 


base; it involves issues of tax 


* The author is Professor of Economics at the 


University of Wisconsin. 


1 Based upon a two-year study of the subject 
financed in part by a grant from the Rockefeller 
study involved visits to Wash- 
Ottawa, and London. We 
wish to acknowledge complete cooperation and many 


Foundation. The 
ington, several states 
courtesies from the Internal Revenue Service and the 
Part of the 
project was devoted to quantitative studies of in- 
come-tax compliance in particular areas and with 
The results 
of some of these studies were submitted in a pre- 


Wisconsin State Tax Department. 


regard to particular sources of income. 


vious article: “‘ Empirical Studies in Income Tax Com- 
pliance,” National Tax Journal, XI (Dec., 1958). 


enough propounded but nevertheless 
frequently ignored. If the administra- 
tion is bad, two alternatives are avail- 
able: (1) change or repeal the law; or 
(2) devote more resources or ingenuity 
to the administration. If the second al- 
ternative is impossible, the first one ap- 
pears to be the answer though the de- 
fects of substitute taxes must be 
weighed in the balance. 

It is frequently argued that while an 
income tax is the most equitable tax in 
theory, a sales tax at least as applied to 
small incomes is much more equitable in 
practice. The income tax tends to be- 
come a tax on wage earners and large 
business since its application to small 
business and farm returns is necessarily 
weak and haphazard. One is obliged to 
accept this point of view if: (1) the ad- 
ministration as applied to wide areas is 
intolerably bad; (2) nothing can be 
done about it; and (3) the sales tax (or 
other taxes) can be shown to be largely 
free of administrative inequities of its 
own.” 


tee /4 row 
“So far as the author is aware, no quantitative 


studies of sales-tax compliance in the United States 
are available. John F. Due 
Canada 


in his study of sales 
taxes in the opinion that the 
problem is not a critical one. See his Provincial 
Sales (Toronto: Canadian Tax Foundation, 
1953) p. 150; and General Manufacturers’ Sales Tax 
in Canada (Toronto: Foundation, 
1951) p. 159. On the other hand, the study of 
New York City’s finances by Haig and Shoup gives 
that the tax 
there is a considerable administrative problem and 
compliance not very good. See Robert Haig and 
Carl Shoup, The Financial Problem of the City of 
New York (New York: 1952) Chap. Y. We were 
advised in Washington that some of the federal ex- 


expresses 
Taxes 


Canadian Tax 


the impression, not too specifically, 
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Is the Income Tax Administrable? 


First and most fundamental of the 
questions in the area of income-tax ad- 
ministration is whether the income tax 
under American conditions is adminis- 
tered and administrable to provide a 
degree of compliance that is acceptable 
in terms of equity. Research in this 
area in recent years has developed along 
two lines. One applied by the Internal 
Revenue Service to the tax returns of 
1948, 1949, and 1950, used the sample- 
audit technique.* The other, employed 
in certain government and National 
Bureau of Economic Research studies, 
attempted a reconciliation of national- 
income figures and aggregate tax-return 
data.* 


cises are at least as troublesome to administer as the 


net income tax. One federal authority offered the 
comment: “If you pick the simple parts of sales tax 


administration and diff- 


many 


compare them against the 


cult parts of income tax administration, as 


people seem anxious to do easy to reach a 
conclusion that one is easier of administration 


the other. 


than 
But suppose that we substituted a retail 


sales tax to yield the 


billions of dollars that the 


individual income tax yields, I cannot bring myself 


to the conclusion that such a tax would be easier to 


administer and enforce than the present income tax.” 


3 For a graphic summary of est 
T he 


account of tecl 


mates, see U.S. 
Treasury Departr 
May 1951. 


Audit Control Program, 


For an t 


niques and ob- 
jectives, see Marius Farioletti, “The 1948 Audit 
Control Program for Federal Income Tax Returns,” 
National Tax Journal, Vol. II, (June, 1949) pp. 142- 
148; and “Sampling Techniques in A 
Audit 


Revenue,” 


sa fase 
iditing: The 


Control Program of the Bureau of Internal 
Proceedings of the National Tax A 


tion Conference, 1955, pp. 


ICia- 


§4-69. For a discussion 


of results, see Marius Farioletti, “Some Results of 


Audit 


Revenue,” 


the First Year’s Control Program of the 
Bureau of Internal 


Vol. V (March, 


follow ed an 


National Tax Journal, 
1952) pp. 65-78. The 


of the Bureau by an ad- 


program 
investigation 
visory group; the group concluded that ‘ta program 
of continuing study and scientific analysis of the en- 
forcement activities of the Bureau is .. . essential if 
its appropriations are to be most effectively employed.” 
Investigation of the Bureau of Internal Revenue, Re- 
port of the Joint 


Committee on Internal Revenue 


Taxation, Advisory Group, 80th Congress, 1948. 
Goldsmith, “Appraisal of 


Constructing 


4Selma F. 
Available for 


Basic Data 


Income Size Distribu- 


[Vor. XII 


The first of these studies involved an 
intensive investigation of about 160,000 
returns scientifically sampled to repre- 
sent some 152 million returns. The out- 
standing over-all results so far as they 
have been disclosed may be summarized 
as follows: Had all returns been audited 
as intensively as were those in the sam- 
ple, $1.5 billion of tax change would 
have occurred. This was about 10 per 
cent of the amount voluntarily declared 
on all (individual) returns filed, and 
about 20 per cent of the amount de- 
clared on erroneous returns. The net 
understatement of tax amounted to 
about 8.5 per cent of the $15.4 billions 
reported by taxpayers on their 1948 
returns. The sample study revealed an 
error in one out of every four returns, 
with the size of the error increasing 
sharply as income increased. But while 
the higher income returns produced a 
larger tax change for the auditor’s time 
and per return, these errors represented 
a diminishing percentage of tax volun- 
tarily paid. Errors in the reporting of 
interest (and to a lesser extent, divi- 
dends) were found to occur frequently 
but in general they were widely dis- 
tributed and in relatively small amounts. 
Business returns were cited as the most 
almost half of 
the total adjustment was in this area. 


fertile field for auditing; 


While the Service has not continued the 
sample study as a regular research pro- 
gram it has continued to gather elabo- 
rate but unpublished statistics on ad- 
ditional 
involved to produce an indicated reve- 


assessments and man-hours 


nue in different areas. 


tions,” Conference on Research in Income and 


Wealth (New York: National Bureau of Economic 
Research, 1951) Vol. 13, pp. 267-377; Daniel M. 
Holland and C. Harry Kahn, “Comparison of Per- 


sonal and Taxable Income,” 


Federal Tax Policy for 
Economic Growth and Stability, Joint Committee on 


the Economic Report, 84th Congress, Ist Session, 


1955, pp. 313-338. 
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The second group of studies compare 
totals reported on federal-tax returns 
with estimates of consumer income by 
the National Income Division of the 
Department of Commerce. The first of 
these, by Selma Goldsmith, covered the 
years 1944 to 1946 and found an over- 
all gap between the estimated and re- 
ported income of about 14 per cent 
after due allowance for differences in 
definition.® Most significant was the 
following break-down by income cate- 
gories showing reported income as a 
percentage of estimated income: ° 


Wages and salaries 95 per cent 
Unincorporated business 71 
Non-farm 87 
Farm 36 
Interest 37 
Dividends 76 
Rent 45 
The above data are for the year 1946 
where the greatest amount of break- 
down was feasible. Data for other years 
show no striking differences. The Gold- 
smith study was more or less repeated by 
Holland and Kahn with mainly similar 


results for the year 1952." The score on 


dividend income was considerably better, 
namely 87 per cent. 

That these studies have their limita- 
tions as precise determinations of the 
degree of income-tax compliance and its 
breakdown, the authors would be the 
first to admit. The auditing study only 
purported to show what could be ascer- 
tained by exhaustive auditing. 
ing that it accomplished this objective 


Assum- 


perfectly, it still does not tell us how 
much noncompliance is immune to audit 
detection. 
cluded of course only filed returns and 


Moreover, the sample in- 


ignored evasion which takes the form 


5 Goldsmith, op. cit., p. 302. 
6 Loc. cit. 


7 Holland and Kahn, op. cit. 
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of nonreporting entirely. The data does 
not indicate how much of the detectible 
error would have been detected in the 
usual course of auditing. 

The aggregate studies do not claim a 
high score of precision; they are a case 
of matching one set of estimates against 
<nother with many difficulties of im- 
perfect data and reconciling differences 
due to different definitions of taxable 
and economic income. Comparisons in- 
volve adjustments to exclude income 
received by individuals with total in- 
below the 
Even noncompliance in terms of report- 


come filing requirement. 
ing is by no means the same as tax 
evasion. Undoubtedly a sizable amount 
of net income is covered by the inter- 
mediate ground between net income 
and net taxable income, tax liability be- 
ing eliminated by personal deductions 
and family exemptions. Thus if a tax- 
payer has a gross income of $5,000 and 
a net income of $2,500 (adjusted gross), 
his personal deductions might be al- 
lowed at $250 and his family exemption 
with a wife and two dependents might 
give him an additional credit of $2,400. 
If he fails to file an income-tax return 
his delinquency in terms of filing is 
$2,500 but his tax evasion is nothing. 
Is it possible to develop better data 
on the degree of income-tax noncompli- 
ance and its breakdown? Let it first be 
said that the principal limitation of the 
federal audit program was the meager 
publication and interpretation afforded 
its results. An intensive study of a well- 
chosen sample by the Service with all 
the resources at its command constitutes 
a source of information concerning 
compliance that would be hard to beat. 
One would hope that the service would 
make such a study periodically (at least 
every 10 years) and would exhaust the 
potentialities of such work. Barring this, 
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the least that should be done is for Con- 
gress to open the files of the Service, 
with due safeguards, to private research. 
Private research would lack some of the 
powers and certainly the far-flung or- 
But it would 
not be handicapped by the narrow ob- 
jectives and other pressures perhaps 


ganization of the Service. 


Service 
And it could supplement its 
direct examination of returns with other 
techniques not available to the Service. 
The results of such an effort on a very 


necessarily associated with a 
study. 


limited scale were presented in a previ- 
ous article. Our studies were made pos- 
sible only because Wisconsin does allow, 
with some qualifications, its state returns 
to be examined for research purposes. 
There are those who accept the proposi- 
tion that the less the public knows 
about the 
better (for self assessment). If the pub- 
lic really knew how little their returns 


income-tax administration 


are examined, would anyone comply? 
This view is understandable, but it ig- 
nores the resource of an informed public 
in solving democracy’s problems. 
Assuming that the data concerning 
income-tax noncompliance growing out 
of the studies above-described present a 
true picture of the phenomenon, are 
they a cause for serious concern? The 
over-all score of 8.5 to 14 per cent leak- 
age is perhaps not unduly alarming. 
An error of this magnitude in property- 
tax administration would be considered 
creditably low. It has been said that 
rough justice is all that can be expected 
in taxation and errors in this range are 
probably at least not larger than those 
that arise from faulty theory, faulty 
definition, and the prostitution of prin- 


ciple at the behest of pressure groups. 
But the picture presented by the 

above data is surely not one for com- 

placency. The over-all compliance figure 


(Vow. XII 


is deceptive in that it is unduly influ- 
enced by the high score in the case of 
the largest segment of income—namely, 
wages. Leaving this area out of the 
picture, the over-all score could well be 
less than 80 per cent, and this is not 
very good. Taxation is “all relative ”; 
and if everyone had the same pattern of 
income and the same opportunity and 
will for evasion the unequal score of 
administration would be unimportant. 
But such is obviously not the case. 
Moreover, the income tax is accepted as 
our major tax on the ground that what- 
ever may be its other shortcomings, it 
distributes tax burdens rationally and 
fairly. Were we to think of it mainly 
as a payroll tax, we should have to 
change our rationale radically. 

Is the income tax administrable with 
a score of precision that would commend 
it on the administrative as well as the 
ideological front? Certainly under con- 
ditions prevailing in many parts of the 
world (underdeveloped countries and 
some not so underdeveloped) a negative 
answer seems plausible. But before ac- 
cepting such a negative answer for the 
United States in our era, one must at 
least inquire whether more or better- 
employed resources might not substanti- 
ally improve our performance. To this 
we now turn. 
Adequacy of Administrative Support 

The hypothesis may be offered that 
there is nothing wrong with income-tax 
administration that considerably more 
financial nourishment would not cure. 
Alternatively stated, has it not been ap- 
parent for a long time that the easy way 
to remedy the shortcomings of income- 
tax administration is to provide more 
adequate manpower for the task? Of 
course all appropriations are in com- 
petition for resources; but tax adminis- 
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tration is unique in that it pays for it- 
self (frequently several times over) by 


increased tax collections. 
It is a striking fact that the British 


service, with far less territory, popula- 


tion, and income, than those of the 
United States, nevertheless has approxi- 
mately as many employees.* In relation 
to size factors the Canadian staff is like- 
wise considerably larger than that of the 


United States.” 


rABLE I 

NUE SERVICE PERSONN 
June 30, and aver 
il years 1950-1957 

' Im De ron rolls 


as of June 30 


\verage number 
on rolls , 


1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


53,463 
51,411 
50,890 
50,682 
51,364 


9 


*Includes employees on terminal leave. 

* Estimated. 

Original Source: Number on rolls as of June 
30: Annual Report of Commissioner of Internal 
Revenue and Annual Report of the Secretary 
of the Treasury on the State of Finances (1957, 
to be published). Average number on rolls: 
U. S. House of Representatives, Treasury-Post 
Office Departments Appropriations for 1968, 
Hearings before the Subcommittee of the Com- 
mittee on Appropriations. 

Immediate Source: Letter from the Commis- 
sioner’s Office, November 1957. 


8 The British figure (51,600) was given directly to 
the author by Inland Revenue officials in September, 
1957. The comparable data for the United States 
was obtained from the Internal 
November, 1957 and is presented in Table I. It is 
true that no two administrations are entirely com- 


Revenue Service in 


parable. J:. the British case, for instance, some 6,500 


employees are engaged in valuation work, some of 


which services the local British rates similar to our 


property tax. On the other hand, the British Inland 
Revenue does not administer special excises, as does 


its counterpart in the United States. 


9In April, 1957, it had 6200 employees including 
some 3000 “ 


assessors.” (Interview) 
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In 1948, a committee 
found the enforcement activities of the 
Bureau of Internal Revenue spread far 
too thinly over the field of federal tax- 
ation. It concluded that a “ substantial 
increase in the over-all enforcement ac- 


competent 


tivities of the Bureau is clearly in the 
interest of the country ” and that “ the 
enforcement staff is too small; it is in 
part underpaid, in part undertrained, 
and in part ineffectively directed.” 
An examination of data showing re- 
quested appropriations, actual appropri- 
ations, and expenditures over recent 
years throws little light on our problem. 
(Table II). Since 1950 expenditures 
have increased considerably (nearly a 
third); this is more than the shrinkage 
in the value of the dollar (about 15 per 
cent); but the workload 
(number of returns filed) has also in- 
Ex- 


volume of 


creased by more than 20 per cent. 
cept for 1955, expenditures and appro- 
priations have consistently run below 
those requested but only by about 2 
per cent (average) over the years. 

More important are the data in Table 
I which show that since 1951 the num- 
ber of Internal Revenue employees on 
the rolls decreased from 56.3 thousand 
to 53.2 thousand at the same time that 
the work load increased. 

An examination of similar data for 
the State of Wisconsin extending from 
1942 to 1956 shows “ executive recom- 
mendations” over the years exceeding 
““ departmental requests,” and “ legisla- 
tive appropriations” exceeding sub- 
stantially both “ executive recommenda- 


and 


tions ” “departmental expendi- 
tures! ”’ 

The question may be raised at this 
point as to how one would determine an 


Taxation, Ad- 
visory Group, Investigation of the Bureau of Internal 
Revenue, 1948, pp. 3, V. 


1¢ > 
10 Committee on Internal Revenue 
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optimum allocation of resources for in- 
come-tax administration assuming no 
The 


careful analytical study in this area is 


limitations of availability. most 
that made by Ronald Welch in connec- 
tion with a sales-tax sample-audit survey 


' Several alternatives sug- 


in California.’ 
gest themselves: the first is an outlay 
related to last year’s expenditures; Con- 
gress can be expected to give great 
weight to this criterion, but it is obvi- 
ously unacceptable to the critic unless 
last year’s appropriation was proper. 


(Vou. XII 


This is the one accepted with 
qualifications in California.’* This stand- 
ard looks good as a minimum. to de- 


cost. 


fend in a legislative argument; but why 
stop there? It can be argued that it is 
no more necessary for a tax auditor to 
pay his keep (directly) than is the case 
with any other policeman. 

The fourth criterion calls for an out- 
lay sufficient to produce an acceptable 
score of compliance. This standard again 
appears attractive, but it involves difh- 
definition. 


culties of An acceptable 


TABLE II 


INTERNAL REVENUE SER 


3 . 
Requested appropriations 


Fiscal years 


actual appropriations, 


vic—E Frnancrat Data 
and expend 


1950-1957 


Millions of dollars) 


Requested appr 
Fiscal year 
Any 


1950 
1951 
1952 
1953 
1954 


1955 


237.0 232.8 
256.8 253.0 
281.0 255.5 
305.0 3 


) 
Oe 
) 


OU. 


269.6 
275.8 


266.0 
266.0 
1956 


1957 


303.9 


309.0 


286.0 


307.9 


* Additional 
Original Source: Requested 
Supplemental Appropriation Bills. 
Acts and Supplemental Appropriation Acts. 
Internal Ret 


Immediate 


enue 


Source: 


The second approach might hold that 
the allowance should be one that would 
pay for itself in additional collections. 
A third calls for an outlay which will 
pay for itself at the margin, staffing to a 
point where additional resources will 


bring in enough revenue to pay for their 


11 Ronald B. Welch, ‘t Measuring the Optimum 
Size of a Field Audit Staff”, National Tax Journal, 
Vol. VII (Sept., 1954) pp. 210-221; and The Second 
California Sales Tax Sample Audit Program (Sacra- 


mento: California State Board of Equalization, 


Division of Research and Statistics, 1955). 


Total 


appropriations: 
Actual Appropriations: 
Expenditures: 
(Fiseal year 1957, to be published). 

Letter from the Commissioner’s Office, November 1957. 


Actual app 
Expenditures 
Annual 


230.5 
246.8 
273.0 
270.0 


226.3 7 230.4 
2443 245.9 
253.0 271.9 
270.0 268.6 
266.0 


265.9 


269.6 


2788 


269.0 
2788 
300.2 2823 299.9 


305.8 305.0 305.5 


funds provided under authority of Public Law No. 124, 84th Congress. 


United States Government and 
Treasury-Post Office Appropriation 
Annual Report of Commissioner of 


Budaet of the 


score must be short of perfection, a 
standard not expected of most institu- 
tions and certainly not those associated 
with taxation. And what of the re- 
sources diverted from the private econ- 
tax Some 
critics would surely resent a huge tax 
bureaucracy even though it were proved 
necessary to do an acceptable job of ad- 
ministration. 


omy to administration? 


12 Latest indicated that a 


( ibid. ) 


sales-tax administration was 


investigation 
remarkably well-staffed 


still $2 auditors short of the optimum. 
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Most of these criteria seem somewhat 
academic in the situation now prevail- 
ing in the United States. The size of the 
auditing staff is surely not determined 
by the ability of the marginal auditor 
to earn his keep. Indeed, the evidence 
indicates that the auditing staff not only 
collects several times its pay but that it 
has reached the point of 
diminishing returns (where an addi- 
tional auditor will bring in less than 
average collections). The federal com- 
missioner testified in 1956 that “ we are 
” 13 He also 


not even 


not within a mile of that. 
claimed that additional federal auditors 
would eventually earn 20 times their 
pay. 
that administrators do not demand, nor 


Trying to account for the fact 


grant, more adequate 
the 


legislative bodies 
resources for tax administration, 
critic is further bewildered by the re- 
port that in the exhaustive auditing pre- 
scribed for the chosen sample of the 
Federal Audit Program, an 
auditor working the least productive 
returns (1040A) at could 
(with follow-up of leads) produce tax 


Control 
random 


changes of nearly $13,000 per annum."* 
Not all of these changes would favor 
the revenue, but the additional assess- 
than 
Couple this 


would more 
cover an auditor’s pay. 
with the idea frequently expressed that 
federal auditing can reach almost all 


ments, it appears, 


evasion of and common sense 
dictates the question: why don’t they 
always cover all of the ground with the 


same degree of thoroughness employed 


tax, 


in this experiment? 
At the state level, where operating 
personnel are most accessible to the 
13 Statement of T. Coleman Andrews, U.S. Senate, 
Treasury and Post Office Appropriations, 1956, Hear- 
ings before the Subcommittee of the Committee on 
Appropriations, p. 113. 


14 Farioletti, “‘ Some Results... ,” p. 70, op. cit., 
note 3 supra. 


critic, administrators not infrequently 


express a keen sense of frustration be- 
cause they lack the resources to do the 


job they know needs to be done. 
Usually the philosophy is that under 
considerable 
amount of tolerable and 
necessary; if too much time were spent 


present circumstances a 


evasion 15S 


in one area, the others would be ignored. 
One Wisconsin assessor of incomes stated 
the problem as follows: “ In an income- 
tax office, you are always behind; what 
I strive to do is not get further behind.” 
We were told by one Wisconsin field 
auditor that he did a fair job in two of 
the counties that constitute his district, 
but that he was able only to scratch the 
surface in the 
Another auditor added to his district, 
he thought, would afford the possibility 


other two counties. 


of reasonably adequate coverage. 

Cost of administration can hardly be 
advanced as the limiting factor in 
income-tax-administration 
While no independent calculation of 


cost 


allowances. 


federal-income-tax-administrative 
is published, we do have figures for the 
ratio of all Service costs to the revenues 
collected. They have consistently run 
well under one-half of one per cent. 
The Canadian, British, and Wisconsin 
State income taxes are all administered 
within a cost range from 1 to 1.5 per 
cent, figures which surely are not exces- 
sive. 

But it is argued with some (though 
not, we think, the whole) truth that 
the limiting factor in expansion of ad- 
ministrative manpower in the income- 
tax field is not appropriations, but the 
inability to recruit and retain the needed 
men, at least at the salary scale the gov- 
ernment can and will offer.’° If this be 


15 } , . 
° Here the Canadian experience is illuminating. 


We were told at Ottawa that the Minister of Na- 


tional Revenue, in charge of income-tax administra- 
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true, it calls at least for an imaginative 
personnel program. It is true of course 
that Service salaries must be related to 


other government pay and that govern- 


ments will not and cannot compete on: 


favorable terms with 
But 


might be persuaded that many auditing 


private salary 


scales. civil-service authorities 
jobs are unique among accounting roles, 
requiring a much higher order of talents 
and virtues for creditable performance. 
And despite considerable attention and 
some experimentation with a training 
program, the Service would be the first 
to admit that 
achieved in this area. 


much remains to be 


Techniques 

Classification and Specialization. Un- 
der present conditions a major (perhaps 
the major) problem of income-tax ad- 
ministration is the discovery and appli- 
cation of techniques by which it might 
be possible to administer acceptably a 
mass tax with a severely limited staff of 


skilled personnel. This matter has been 


the subject of intensive study by the 


Service at least since its Audit Control 
Program, and within the accepted ob- 
jectives (criticized below) the Service 
is undoubtedly making commendable 


progress. Our treatment is necessarily 


tion, is in the happy position to “write his own 
ticket ” so far as appropriations are concerned. What- 
ever he needs and can persuade his cabinet colleagues 
that he needs is more or less automatically accepted. 
But the Canadian officials complain vehemently about 
vacancies, turnover, and the unavailability of talent. 
The Canadians told us that the same was not true of 
the British service but British officials do not entirely 
confirm this view. The British Inland Revenue staff 
morale which is said to 
Canadian Mounted 


The British service 


its high 
that of the 
Police and the American F.B.I. 


trades in part on 
rank with famous 
also maintains an elaborate training program of its 
own, accepting raw recruits (no work in accounting) 
with and without college degrees, training these 
people on the job to suit the various needs of tax 


administration. 


(Vor. XII 


here limited to (what seem to us to be) 
certain major aspects. 

First order of business in rationalizing 
the administration of the enormous load 
of returns that attend a mass tax is the 
classification of different returns for 
different treatment by different classes 
of personnel or machinery. This is partly 
the process of specialization that has been 
utilized by capitalistic industry from the 
beginning; it is partly the segregation of 
a vast volume of work that can be done 
by semi-skilled help and machinery; and 
it is partly a matter of rationing the at- 
tention of staff among its problems ac- 
cording to some rule of priority. 


The 


numerous occasions has proclaimed its 


Internal Revenue Service on 
inability to audit more than a small 
fraction of the returns it receives. While 
returns given special attention are 
mainly those in which productivity is 
high, enough attention is given to others 
to avoid the impression that any area is 
entirely neglected. The Service separates 
returns into some seven or eight size-type 
groups (such as business returns showing 
less than $10,000 net income, 1040A 
returns showing refund or personal-ex- 
emption complications, and so forth). 
Research and statistics indicate the pro- 
ductivity scores that are likely to be 
achieved by a certain man-hour invest- 
ment in each class. Office auditing is 
mainly in charge of examiners who are 
special area experts but need have no 
special training in accounting. Field 
work and classification on the other 
hand are entrusted to the revenue agents 
(accountants) who range through nine 
civil-service classes.*® 

16 A striking demonstration of assembly-line proc- 
essing is afforded by the Canadian procedure. The 
Canadian tax is not self-assessed like that of the 
United States, though the taxpayer makes a return, 
calculates his tax, and The 
assessment occurs, however, after some two or three 


submits a remittance. 
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An example of a largely unration- 
alized administration can be found in 
Wisconsin’s state-income-tax adminis- 
tration. Here the statute requires that 
all returns be audited and much is made 
of full compliance with the statute. 
Moreover, virtually no specialization of 
personnel and no classification of returns 
(except that between corporate and in- 
dividual taxpayers) is established. The 
tradition prevails that only an auditor 
(accountant) can examine even the 
simplest returns. The latter are filed 
alphabetically and an auditor simply 
takes a given drawer in order. Matching 
is a clerical operation, but only for the 
filing of information returns with tax- 
Field-audit 


grows out of office-audit examination. 


payers’ returns. selection 


The idea of equal attention to all returns 
(as required) seems to us a laudible one 
(as will be explained later), but the ab- 
sence of specialization appears to involve 


months of prelimir ary examination of returns. Thi 


period is dedicated in large part to an 
ing and classification of the initial prodv 


intensive screen 
Starting 
with the so-called short returns, some are classified as 


virtually evasion-proof except I king tl 
attend withholding an 
(No standard deduction 


use of this device is contemplated; 


must 

source, 
however, personal 
deductions are limited to contributions and the cost 
nust be supported by 


also involved 


of medical care, both of which 


receipts. Personal exemptions are 
little checking is possible where claims are 
upon their face.) Some returns are “ snagge 
clear up ambiguities or solicit more adequ 


formation. All of the short returns are { 
This 
ee-quarters of the total returns. 


returns (other 


processed duri the preliminary period 


poses of over 


The so-called general than short) 


are again divided into those that can be given a final 


assessment at once and those that are scheduled for 


review. The latter amount to somewhat less than 10 
per cent of all returns. The selection takes account 


of size of income; returns above a certain amount are 


automatically included for review. Others are 
selected because of a high ratio of expense to gross 
Returns 


divided 


those suitable for desk and those for field audit. 


income and other criteria of plausibility. 


scheduled for review are then again into 
The 
latter constitute less than 10 per cent of reviewed re- 


turns and less than 1 per cent of total returns. 


a gross waste of the scarce resource of 
skilled personnel. It is mainly because 
the morale of the Department and the 
quality of its personnel are especially 
high and economies in overhead com- 
pensate to some degree for other waste 
that the state maintains and deserves a 
high reputation for the quality of its 
administration. The Wisconsin adminis- 
tration also profits from an unrivaled 
tradition of integrity. 

The income-tax administration prob- 
lem from the technical angle breaks 
logically into two parts: The first in- 
cludes those returns for which either the 
tax or the information concerning the 
tax liability can be obtained from third 
parties; the second covers returns that 
are based in large part upon information 
that only the taxpayer himself can dis- 
close. The first includes the receipt of 
wages, interest, dividends, and com- 
mercial rent; the second includes farm, 
The 
problem can be defined as one of so 
limiting, rationalizing, and mechanizing, 
the administration with regard to the 
first group that the latter one can re- 


business, and professional income 


ceive adequate attention. 


Withholding and Information at the 
Source. The instrumentalities princi- 
pally useful in applying the income tax 
to the first group are withholding and 
information at the source. The first col- 
lects money from the payers of income; 
the second 
them. 


collects information from 


It is a well-known fact that the 


British have long regarded withholding 


as the keystone of their entire adminis- 
tration; the federal government of the 
United States confines withholding to 
wages; about a third of the income-tax 
states also rely on withholding as to 
wages; the others rely mainly on infor- 
mation at the source and information 
obtained from federal returns. 





46 NATIONAL TAX JOURNAL 


It is fair to say that federal experience 
with information at the source has been 
As to wages and salaries, 


disappointing. 
the conclusion was ventured, prior to the 
adoption of withholding, that it was im- 
possible to obtain and process informa- 


tion adequately. As to dividends, in- 
formation received is ample (payments 
of $10 or more must be reported) but 
examination is limited to a test check. 
From available information previously 
cited this appears to provide an inade- 
quate score of compliance. As to in- 
terest, both coverage and examination 
are weak. Only interest payments of 
$600 or more must be reported and not 
all reported documents are matched. 
Certain large areas of interest payments 
such as those on corporate bonds, gov- 


and 


mortgages, are beyond the reach of the 


ernment bonds, most notes and 
information-at-the-source device. 

The real problem child of informa- 
tion at the source is interest. Among 
the more difficult items here are corpo- 
ration (bearer) and government bonds. 
The federal 
(prior to 1943) tried to get informa- 


government at one time 
tion on the payments associated with 
such bonds; it required recipients to file 
ownership certificates when cashing cou- 
pons and the certificates were forwarded 
to the Revenue Service. This was aban- 
doned as impractical. The problem of 
obtaining independent information in 
these circumstances is regarded by many 
as insuperable. However, some more 
limited program of this kind might be 
worth another effort; perhaps banks 
could be required to report payments in 
$50. At the 


federal level the question is somewhat 


excess of $100 or even 


academic as long as only a sample of 
existing information is processed. 

At the state level certain states have 
had a much more favorable experience 


[Vo.. XII 


with information at the source than the 
federal government. This is true of 
New York and North Carolina with 
machine matching (as to wages only) 
and California and Wisconsin with 
manual matching.’’ The latter State 
processes all of its information returns 
efficiently and these cover wages ($600 
and over) interest and dividends ($100 
and over). 

But there are important gaps in all 
To list a few of the 
more important ones observed in Wis- 


state programs. 


consin we note that the following items 
are not covered: 
1. Wages under $600. 
2. Wage payments by out-of-state 
employers. 
Wage payments by charitable in- 
stitutions, governmental units, in- 
surance companies, and coopera- 
tives. 
Wage payments of non-corporate 
employers (these are available on 
but 


payer's income-tax returns 


are transcribed with some diff- 
culty and irregularity). 


Dividend 


state corporations. 


payments by out-of- 


Interest and dividend 


in small amounts. 


pa yment S 


Interest on corporate bonds and 
government bonds. 
Interest on notes and mortgages 
(information available on payer’s 
returns but not transcribed). 
As to the federal level, we subscribe 
to the view that withholding should be 
extended to and divi- 
dends. Within their area of competence 
either the source or 
withholding is theoretically adequate to 


cover interest 


information at 


17 Norman Adler, The Administration of the Indi- 
vidual Income Tax with Respect to the Receipt of 
Wages and Salaries Interest and Dividends (doctoral 
dissertation), University of Wisconsin, Madison, 1958, 
pp. 225-251. 
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do an acceptable job of policing income 
tax returns. Experience seems to dem- 
onstrate however that as a matter of 
fact information at the source will not 
be exploited with the necessary degree 
of thoroughness. Moreover withholding 
has many inherent advantages among 
them its timing that avoids the neces- 
sity of chasing delinquents from one 


And of 


a Thekyes 
course withholding scores heavily in 


change of address to another. 


terms of convenient payment for the 


taxpayer. It is also well adapted to the 


increasing trend toward mechanization 


of administration with all its potential- 
ities.'° Compliance costs of withholders 
would not be negligible but more tax- 
payers should be persuaded to accept 
the prevailing British attitude that a 
smali outlay to insure that other people 


pay their taxes is a good investment.” 


ne matcn 


ng in New York 


10mical than hand match- 


18 I Xperience with ma 
indicates that it 
ing where the t amounts to less 


than 59900 
Director of Planning, 


returns New 
, 

York State Department, Mechanical Audit, an 

address to the National 


ual Conferenc 


(Ellis re Nikes, 
Tax 
Association of Tax Adminis- 
trators Ann e, mimeographed, p. 3). The 


Federal Service has been greatly expanding its use of 


machinery both for matching a ther operation 


1 


mechanical verification, the 


including 
declarations of estimated tax, the establishn 
subsequent processing of accounts receivable « 
ing from returns processed; and the 

Office of 


letter from the 


Dec. 10, 1957). 


turns 


1 


19 The British have not only taken the Ie 


veloping the institution of withholding; they hav 
{ 


1 } 1 
developed it to a degree that is not rivaled in any of 


the systems we have examined. Combined with a law 
that provides no direct graduation for taxpayers with 


incomes between approximately $1,000 and $5,600, 


the system provides as nearly an evasion-proof scheme 
of administration over a very large part of the tax 
} 


as it seems possible to devise. For interest and divi- 


dends, the system operates by simply disallowing de- 
ductions to the payers of income who in turn must 
recouping the tax from the 


take the initiative in 


intended ultimate payers of the tax. The system is 
now closely tied-in with the Pay-As-You-Earn pro- 
gram which calls for curre d cise withholding 
g uch calis tor current an precise witnhoiding 


throughout the year. The tax for the majority of 
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Extension of federal withholding to 
interest and dividends was promoted 
without success in the Congresses of 
1950 and 1951. 
effort should be renewed. 


In our judgment the 
At the in- 
auguration of the federal tax, our ex- 
perience with withholding was unfortu- 
nate and this seems to have given us a 
negative bias; but our recent experience 
when we have applied withholding to 
wages during and since World War II 
must be rated a first-rate success. Short 
of a complete reorganization of our law 
along lines employed with great success 
by the British, we might try the simple 
rule of deducting 20 per cent from in- 
terest and dividend payments by banks, 
financial institutions, and corporations. 

As to the state level, we are persuaded 
that here too withholding should be ex- 
This 


proposition is more debatable than that 


tended, in this case to wages. 


advanced above with regard to federal 


administration. Several states have 


demonstrated that a good job of polic- 
ing wage returns can be done without 


withholding and there may be cases 


where low starting rates and high ex- 
emptions would make its application 


unduly expensive.“” However, it can 


also be said that probably none of the 
states will exploit their opportunities 
under information at the source fully 


and some will scarcely exploit them at 


taxpayers is in eff leul li nee (includi 


allowances 4 come) and spread out 
weekly or monthly installme that are paid out 
T} 


current income. ihe system involves a considera- 


itual of tables and cards but its incidence of 


npliance is said to be quite tolerable and well just 


fied by its savings in evasion and delinquency col 


1 
lection, 


“0 See John J. Campbell, “‘ The Case Against With- 
holding,” Proceedings of the National Tax Association 
1955, Walter H. Heller 
and Clara Penniman, “A Survey and Evaluation of 
State Income Tax Withholding,” National Tax Jour- 


nal, Vol. X (December, 1957), pp. 298-309. 


Conference, pp. 496-516. 
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all. The reports of all states that have 
tried withholding are largely favorable. 
Considering tightness of administration, 
the ease-of-payment aspect, and the po- 
tentialities of mechanization, we con- 
clude that withholding in income-tax 
administration at level has too 
many advantages to be lightly dismissed. 


any 


Business Income. Techniques for ap- 
plying the income tax to business in- 
come are of course quite different from 
those we have considered. One of them 
is the development of plausibility tests 
for the adequacy of reported net in- 
come in terms of gross or of a given 
occupational or business situation. Net- 
worth auditing is a highly valuable last- 
ditch defense, though as usually applied 
it is a highly time consuming and ex- 
pensive process. One Wisconsin per- 
sonal-income-tax office has developed a 
net-worth technique that is used as a 
Net- 


and 


regular feature of office auditing. 
worth statements of individuals 
businesses are solicited frequently 
(though not promiscuously) and once 
in the file these serve as the basis for a 
prima facie case against a taxpayer. The 
office has used this technique to develop 
additional assessments with amazing suc- 
cess. In the last analysis adequate field 
and office auditing is the ultimate an- 
swer to the administration of the tax in 
the business and professional area. 

It can be said with some assurance 
too that decentralization of organiza- 
tion is an important aid to administra- 
tion of an income tax on business and 
This is one justifi- 
cation frequently offered for the British 
system with its tax office (and a tax of- 
ficial with full authority) “in every 
neighborhood.” The better the assessor 
knows his business clients and their op- 
erations the better he is likely to per- 
form his duties. 


professional income. 


[Vor. XII 


Objectives of Administration 


The fourth problem of income-tax 
administration concerns the standard on 
which scarce resources are allotted to the 
task. Administrators the world over 
are very likely to employ (though not 


always consistently) the same standard 
of “profit” as that which applies in 
private enterprise: most revenue with 


least outlay of resources.*' Additional 
assessments are the administrative yard- 
If equity is (or 
were) the major consideration in ad- 
ministration then a better measure of 


stick of performance. 


success than quantitative tax changes 
would be tax changes. 
Equity in taxation is relative and selec- 


percentage 


tive auditing cam aggravate rather than 
mitigate improper relative burdens. If 
A pays no tax at all and owes $1,000 to 
the revenue while B is $2,000 short on a 
liability of $20,000, is it 
catch A than to catch B? 


not better to 
If the auditor 
(at least on 
Neither 
does the policeman who protects one’s 


does not “earn his pay’ 


some operations), what of it? 


person or property. 

It may well be that this line of thought 
is not sanctioned by public opinion to 
which administrators as well as legisla- 
tors are beholden. If so, the answer is 
that public opinion can be modified. 
Moreover, the adoption of a standard 
which aims at due attention to all re- 
turns would not involve such a radical 
departure from a productivity standard 
The standard 
here defended does not mean equal at- 
It would require 
that some more resources be devoted to 
canvassing for nonfilers (now an area 
that receives mainly residual attention) 


as might be supposed. 


tention to all returns. 


21 Great Britain is perhaps an exception; one is 
amazed to find there so little concern for “ pro- 
ductivity ” that so-called “additional assessments ” 


are not even tabulated. 
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and to ascertainment and correction of 
petty errors on small returns. Suppose 
we were to start with the proposition 
that all returns erroneous or question- 
able on their face should be thoroughly 
examined. Beyond this the apparently 
“good” returns should be audited in 
sufficient number so that everyone has 
a reasonably high probability that his 
return will receive special attention this 
year or next. Research can disclose that 
some areas need much more attention 
than others, but the difficulty and ex- 
pense of doing the job in relation to the 
probable gain for the revenue should not 
be the major criterion in determining 
whether or not the job is done. 


Federal-State Relations 


Our fifth major problem of income- 
tax administration relates to the role of 
state administration with respect to fed- 
eral and vice versa. It is assumed that 
both the federal government and some 
of the states will continue taxing in- 
come and that the federal government 
will continue to extend encouragement 
to the states with federal deductibility 

f 


or state taxes. 


It has been thought for a long time 
by students of intergovernmental fiscal 
relations that overlapping of federal and 
state income taxes and their administra- 
tions should afford, along with some 
difficulties, many beneficial results: the 
should reenforce 


two administrations 


each other in reducing noncompitance to 


a minimum; information uncovered by 


one administration should be readily ac- 
cessible to the other; the experience of 
one should provide guidance for the 
other; the two might complement each 
other by specialization in certain areas as 
in the dovetailing of audits; and so 
forth.”* 
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Unfortunately, the states with gener- 
ally weak administrations are not as a 
rule in position to fully reciprocate fed- 
eral assistance and in some cases their tax 
administrations are almost completely 
parasitic. But the information the states 
can give is potentially more valuable 
than its counterpart, item for item, be- 
cause of high federal rates. Moreover, 
the federal government is in a position 
to give the states an incentive to improve 
the quality of their administrations. 
And some of the better state administra- 
tions, considering handicaps, are already 
doing work that compares favorably 
with the federal performance. 

Intergovernmental relations in the 
income-tax-administration field may be 
unilateral or bilateral and most of it 
during most of its history has been the 
former. It has been perceived for a long 
time that federal files constitute a mine 
of information that can be made avail- 
able to the states at minimal cost. 

The development of state access to 
federal information has a long history 
extending back to 1920 which we shall 
to cover here.”* In the 


the 


not attempt 


middle 1930s federal Bureau de- 


veloped an automatic transcript service 
under which (for cost) the states might 
secure information or additional assess- 
ments developed by federal audit. For 
many years this service was well imple- 
mented at the Bureau’s Washington 
headquarters and it provided the states 
highly valuable data at negligible cost. 
Unfortunately the automatic transcript 


“2 Of course here again we are confronted by the 
fact that taxation is relative; a more thorough ad- 
ministration in states with overlapping taxes might be 
unfair to the taxpayers of such states. However, the 
federal administration could compensate for this by 


alloting more resources to the non-income-tax states. 


“3 See for instance Walter W. Heller, State Income 
Tax Administration, doctoral dissertation, University 
of Wisconsin, 1941, pp. 


253-271 
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service was one of the casualties of de- 
centralization of federal administration. 
However, the decentralization brought 
federal administration much closer to 
the states and made relevant information 
available in one place at a modest 
distance. The states have developed a 
wide variety of means of utilizing this 
information the most popular of which 
is the photostating of federal returns. 
One state (Vermont) is reported to have 
an arrangement under which it pays for 


stenographic service to summarize fed- 


eral audits (thus in effect enjoying the 
benefits of the old transcript service) .** 
Many states send personnel to their fed- 
eral offices frequently and some of them 
such as California maintain as many as 
a dozen auditors in federal offices ab- 
stracting federal returns. 

The high dependence of some states 
on the arm of the federal government is 
illustrated in Iowa where we were in- 
formed that in 1955 federal audit ad- 
justments resulted in roughly $229,000 
additional Iowa assessments as compared 
with $100,000 from state field auditing 
and $302,000 from state office auditing. 
As to field auditing, the view is that the 
state cannot afford to do much in this 
area because rates are low (top, 4 per 
cent) and “because the federal gov- 
Ap- 


parently in this state some reciprocation 


ernment does such a good job.” 


and division of labor have also developed 
quite informally; the federal govern- 
ment also makes some use of state audits 
and the state staff concentrates on the 
smaller returns and the easier cases. 
More bilateral 
under what is known as the “ federal 


cooperation occurs 


Admin 
mary of State Use of Withholding etc., 


istrators, Sum- 


op. cit., p. 
8; see also Clara Penniman, Recent Developments in 


24 Federation of State Tax 


the Administration of the Income Tax, doctoral dis- 


sertation, University of Minnesota, 1954. 
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audit exchange program” which grew 
out of a conference at the Treasury in 
1949. During 1950 to 1952, separate 
agreements were consummated between 
the federal government and five states 
(Colorado, Kentucky, Montana, North 
Carolina, and Wisconsin) .*° These agree- 
ments called for exchange of audit ab- 
stracts; the information would be much 
the same as that provided by the auto- 
matic transcript service; but it would 
be provided without cost and on a 
reciprocal basis. 

An empirical study of the audit-ex- 
change program in Wisconsin indicates 
that at its best state administration may 
provide the federal government with 
more transcripts involving more po- 
tential recoupment of tax (though of 
course not more additional assessment of 
income) than the federal government 
gives the state. The state’s advantage in 
terms of numbers of documents is prob- 
fact that 
office-audits every return while the fed- 


ably due to the Wisconsin 


eral Service only samples its returns. 
However, a greater proportion of federal 
audit transcripts represent field audits 
carrying more detail and larger items. 
The federal government makes some 8 
times as many field audits in the state 
as does the Wisconsin Department. In 
neither case is the reported error fully 
convertible into additional assessments 
for the other party. This is due to many 
causes, the most obvious of which is the 
different requirements imposed by fed- 
eral and state statutes. On one sample 
study it was found that the federal Serv- 
ice reported to the state some $214,000 
of additional income out of which 
$104,000 was picked up by the state, 
including $28,000 for years not in- 
cluded in the federal information. On 


25In 1957 a considerably broader 
agreement was made with Minnesota. 


similar and 
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the other hand the program involves 
very little additional processing (at least 
at the state level) and the additional 
assessments developed are at negligible 
expense. A federal audit report is re- 
quired from each taxpayer where an 
assessment for additional taxes cannot 
be made on the basis of the abstract 
itself. 
assessment is made on the basis of the 


If the report is not forthcoming, 


abstract anyway. Probably no income- 


tax operation provides so much revenue 
at so little expense.”® 
Appraisal in Washington of the audit- 


exchange program indicates that in 


terms of revenue it has been highly 
valuable to the states but with one ex- 


ception (Wisconsin) it has been dis- 


appointing in terms of federal assistance. 
States have also experimented with 
requirements that each federal taxpayer 


°R = ' 
“© Data availal at the state tax department 


dicate that 1s the state ‘added assessments 
approximately 3,000 respectively 
individual- anc 


1 


the exchange total 


collections 1953-1954 
$4,993,0( $ ipplied 
District 

1] 

iditional a 
; 


abstracts were ceived and those growing 


items in state abstracts. As to the former t 
for fisc 
772,008 


482,764 


ttributable to 


q 
Total 812,198 


The District Director explained the discrepancy 
» sets of data as due to a number of 


th 


between the tw 


factors, among em the simultaneous discovery of 


information by federal and state audit (only ifems 


10t uncovered by federal work counted) and the 
inclusion in the first, but not second figures, of cases 
involving taxpayer disputes some of which will be 
resolved in the taxpayers’ favor. From the stand 
point of the public interest, the accounting appears 


to leave much to be desired. 
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submit a copy of his federal return on 
forms furnished by the state; with an 
item on state returns indicating the net 
figure reported to the federal govern- 
ment; and with a provision that federal 
returns must be filed with the state in 
order to deduct federal taxes. Most of 
these the incon- 
venience they cause either the taxpayer 
or the state administration or both. 
State files, for instance, are bulky 
enough without the addition of a fed- 
eral file. 
all taxpayers to report federal adjust- 


devices suffer from 


New York requires (by law) 


ments of any kind within 90 days. 
Many other states do this also. 

An old idea that still persists is that of 
using the federal law and the federal 
One 
of the late experiments in this direction 


base as the basis for the state levy. 


was that of Iowa in 1955 (since largely 
abandoned) which simplified reporting 
to the extent that the ultimate federal 
net-income figure without supporting 
detail was all (except for minor items 
of adjustment and personal-expense and 
exemption data) that was required to 
establish the state-tax base. This made 
impossible the independent use of in- 
formation at the source and most other 
Un- 


be- 


state administrative techniques. 
doubtedly 
tween state and federal statutes should 


unessential differences 


be minimized for administrative and 
other reasons, but such abdication of 
state sovereignity both as to adminis- 
tration and policy seems hardly war- 
ranted for general application. 

much 


Notwithstanding experience 


and some first-rate achievement, the arts 
of federalism in the United States seem 
to be in a somewhat rudimentary stage 


and tax administration is no exception 
to the rule. Most ambitious and laud- 
the audit-exchange 


able is program 
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which was a bold and imaginative in- 
novation in its inception but which was 
never followed up with much interest 
or ingenuity. For many years, ap- 
parently, there were no conferences or 
communication of any kind between the 
parties involved except the bare ex- 
change of documents.** 

It is a sad fact that notwithstanding 
the notable character of the research 
carried on by the federal Service in its 
audit-control study some top-ranking 
and first-rate state officials do not even 
know that such a study has been made! 
To the layman it would appear that 
separate canvassing, screening, match- 
ing, and mailing all involve unnecessary 
duplication. Going beyond the obvious 
to the Utopian, one might visualize a 
state of cooperation where agreed areas 
of specialization were designated and an 
agreed division of the financial load were 
Federal and state ad- 
ministrations have been introduced to 


also considered. 


each other so to speak but their inter- 


course has been neither intimate nor 


cordial.”° 
Conclusion 


We may conclude this survey with a 
few generalizations and recommenda- 
We need better evidence con- 
cerning tax evasion and income-tax ad- 


tions. 


ministration in general; this might be 
forthcoming if the Congress were to 
27 Recently some revival of interest in the pro- 


state 
been 


occurred and conferences between 


federal 


gram _ has 


commissioners and directors have 


scheduled, looking toward more effective cooperation. 


o : . se ‘ 
“8 Our selection of administrative problems for 
discussion here is not intended to be exhaustive nor 


The 


Service’s commentaries on the audit-control program 


necessarily in terms of priority of importance. 


stressed taxpayer education as an important tool. We 


agree with this conclusion and add that the Serv- 
ice’s program in this area impresses us as admirable. 
Some of the state administrations including that of 


Wisconsin are woefully weak at this point. 
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relax the secrecy barriers which bar tax 
returns from private research, or if the 
Service were to conceive its role more 
broadly in terms of public policy. What 
evidence we have indicates that leakage 
while not perhaps excessive in its over- 
all proportions is distributed so badly as 
seriously to undermine the equity of a 
tax that makes of equity its cardinal 
virtue. 

By all of the available evidence and 
analysis income-tax administration in 
the United States is conspicuously un- 
dermanned and undernourished; separate 
civil-service classification for auditors 
and higher standards of pay are in- 
dicated along with a better program for 
early recruitment and more and better 
opportunities for 
The public needs to be informed re- 
peatedly that niggardliness in appropria- 
tions for income-tax administration is 


in-service training. 


false economy and more of an impair- 
ment of equity than lack of refinement 
in the tax base. 

Commendable progress has been made 
in rationalizing and mechanizing the 
techniques of income-tax administration. 
Here a major improvement could be sup- 
plied by Congress were it to extend 
withholding to interest and dividends. 
This would be in line with a major ob- 
jective of administrative policy namely 


to reduce the area where scarce and ex- 


pensive skills are necessary. However, 
a more adequate program of informa- 
tion at the source, both as to coverage 
and processing, should not be discounted. 
Some states have demonstrated the feas- 
ability of The 
standard for allocating income-tax re- 
sources needs more 
weight to equity as against productivity 
is indicated; this might be implemented 
by a systematic scheme of sampling 


such improvement. 


reconsideration; 





No. 1 


prima-facie-correct returns, the size of 
the sample being guided by the proba- 
bility of error and its relation to the 
amount of tax voluntarily disclosed. 

Federal-state cooperation in adminis- 
tration involves much neglected po- 
tential, though recent revival of interest 
in this area is encouraging. 

Finally, it may be added that our 
studies have led us to the conclusion that 
the income tax without an unreasonable 
allocation of resources can be adminis- 
tered to provide an acceptable score of 
compliance. The very large item of 
wages and salaries is already quite well 
covered. Dividends and interest could 
be covered almost as well by withhold- 
ing and even under information at the 
source a great improvement would re- 
sult from a more general processing of 


the 


Rental income appears to be a very re- 


information presently received. 
calcitrant item, but the preserit degree 
of unmitigated self-assessment in the 
Gross receipts at 
least could be checked against informa- 


area can be reduced. 


tion solicited from tenants; ratios of net 
to gross could be more thoroughly ex- 
amined for plausibility; and property- 
tax data could be scrutinized to discover 


nonfilers. Farm income imposes a more 
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Here information at 


the source could be extended to include 


difficult problem. 


major payments of gross income to 


farmers and more auditing guided by 


expense ratios and periodic net-worth 


data could prove effective. Apparently 
small business and professional returns 
present much the same problem in lesser 
degree. In the case of big corporations, 
an acceptable standard of administra- 
tion is supported both by impersonal 
bookkeeping and a volume of receipts 
that invites regular auditing. 
Widespread understanding of and 
proper attitudes toward income-tax ob- 
ligations are undoubtedly important and 
necessary ingredients in an enforcement 
The federal 
seems to have performed well and accom- 
The same 
could not be said for all of the states. 
None of what has been said in the 
paragraphs above is designed to leave 


program. administration 


plished much in this area. 


the impression that we view income-tax 
administration as it now stands as any- 
where near good enough. The adminis- 
trative aspects of a tax that enlists so 
large a proportion of our national in- 
come deserve vastly more interest and 


more attention. 





SOME YIELD ESTIMATES FOR TRANSFER TANES + 


JOHN Cc. 


I. 


IS A widespread belief that transfer 


SUMMARY OF FINDINGS 


I" 

taxation is not a very lucrative field 
for revenue. It is certainly true that 
under the existing laws revenue is rela- 
tively insignificant. Yet there is reason 
to believe that under a system of laws 
designed to tax transfers seriously a 
very substantial revenue could be col- 
lected. If the present value of pri- 
vately-owned wealth be estimated at 
$1,000 billion,’ and if it be assumed 
that 2-3 per cent is transferred an- 
nually, then it follows that a tax base of 
at least $20 billion exists, from which 
important revenue could be extracted 
if desired. 

In this paper the results of an at- 
tempt to estimate the transfer-tax base 
as of 1953 is reported, together with 
yield estimates under various assump- 
tions as to exemptions and rate sched- 
ules. The major findings are presented 
in Part I; a detailed discussion of the 
statistical estimation in Part II. 


* The author is in the Department of Economics 
at Wayne State University. 


+ This paper is derived from a doctoral disserta- 
tion submitted to the University of Michigan by the 
writer in 1958, entitled Some Aspects of Transfer 
in the United States. indebted to 
Professor R. A. Musgrave for the suggestion as to 


Taxation I am 
the importance of some quantitative work in this 
field. Responsibility for the accuracy of the esti- 
mates presented is my own, however. 


1 Privately-owned wealth in the United States in 
1949 has been estimated at $871 billion by Raymond 
W. Goldsmith, A Study of Saving in the United 
States (Princeton, N. J.: Princeton University Press, 
1956), Vol. II, p. 107. 
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BOWEN * 


Definition of “ Ideal” Transfer Tax 


In order to know what property to 
include in the estates in a transfer-tax 
base, we must make some assumptions 
as to the kind of transfer tax we mean 
to apply. For the purposes of the fol- 
lowing estimates, we shall assume a sim- 
plified ‘‘ ideal ” and truly comprehensive 
transfer-tax law having the following 
provisions: 

1. The tax is levied on the property 
of the older generation of each spend- 
ing unit—i.e., on husband and wife as 
aunit.*” (Old folk of the previous gen- 
eration living with the family would be 
taxed separately, not as members of the 
family unit with which they live.) 
Both husband and 
titled to his or her exemption, applied 
at his or her death. 

5. 


5 


-- 


wife are en- 


One set of rates is ultimately ap- 
plied to the entire spending-unit estate, 
including the property of both spouses. 
Let us suppose that the husband dies 
first. 
erty, minus one exemption. 


The tax is imposed on his prop- 


Upon the 


death of the wife, the tax is imposed on 


an estate equal to her property minus 
one exemption, plus the husband’s estate 


“The concept of a spending unit used here is the 
one employed by the Survey Research Center of the 
University of Michigan. It is defined as “a group 
of persons living in the same dwelling and related by 
blood, marriage or adoption, who pool their incomes 
In some instances 
(Sur- 
vey Research Center, “‘ Methods of the Survey of 
Consumer Finances,” Federal Reserve Bulletin, Vol. 
36 [July 1950], p. 800.) 


for their major items of expense. 
a spending unit consists of only one person.” 
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The tax which 
had been paid at the death of the hus- 
band is credited against the tax assessed 
on the combined estates of the husband 
and the wife at the death of the wife. 
Property transferred from husband to 
wife is not counted twice, of course. 
4. All closed. All 
transfers, whether gifts or bequests, are 
cumulated. 


after one exemption. 


loopholes are 
There is one set of exemp- 
tions and rates for the entire life of the 
owners of the estate. 

§. The value of the estate to which 
tax rates are applied is the net worth of 
the deceased. A reasonable allowance 
for funeral and administrative expenses 
is deductible. Charitable bequests are 
payable from the estate after tax, not 
before. Property in which the deceased 
had a beneficial interest is included in 
the estate.* 


2. Yield Estimates for Transfer Taxes 


The major problem in estimating 


yields for transfer taxes is to secure a 


3 For the reader who is interested in a reformed 
transfer-tax along these lines, attention is 
called to the following literature: U. S. Treasury 
Department, Federal Estate and Gift Taxes (Wash- 
ington, D. C.: 1947); 
Boris I. Bittker, “‘ Recommendations for Revision of 
Federal Estate and Gift Taxes,” in Federal Tax Pol- 
icy for Economic Growth and Stability (Washing- 
ton, D. C.: Government Printing Office, 1955); Ran- 
dolph Paul, Taxation for Prosperity (New York: 
Bobbs-Merrill, 1947), Chapter 37; H. M. Groves, 
Postwar Taxation and Economic Progress (New York: 
McGraw-Hill Book Co., 1946), Chapter 9; G. N. 
Ecklund, “‘ Our Federal Estate and Gift Taxes: Loop- 
holes and Remedies,” 
Economic Comment 


system 


Government Printing Office, 


University of Illinois, Current 
(Aug. 1953), pp. 3-14; H. B. 
Holland and others, “A Proposed Revision of the 
Federal Income Tax Treatment of Trusts and Estates 
—American Law Institute Draft,” Columbia Lau 
Review, Vol. 53 (March 1953), pp. 316-73; E. G. 
Keith, ‘‘ How Should Wealth Transfers Be Taxed?,” 
American Economic Review Proceedings, Vol. XL 
(May 1950), pp. 379-90. 

The reader should note that the above-assumed 
law is a highly simplified model. No attempt is 
made to cover such complexities as divorce, remar- 
riage, etc., as these would make the yield estimates 
unduly difficult to make. 


satisfactory estimate of the number of 
estates falling-in by wealth brackets in 
The technical problems 
connected with this estimate are dis- 
cussed in detail in Part II of this paper. 
Our final estimate, based on data from 
Statistics of Income, the Survey Research 
Center of the University of Michigan, 


the tax base. 


and Goldsmith’s Savings Studies, are pre- 
sented in columns 1-3 of Table I below. 
In all, 734,280 spending units are esti- 
mated to fall-in annually for the final 
accounting for transfer-tax purposes, 
through the death of the last member 
of the possessing generation of the 
spending unit. These 734,280 spending 
units are estimated to be accountable 
for $20.453 billion in wealth for trans- 
fer-tax purposes, a very substantial tax 
base. 

We now turn to our estimate of tax 
yields which may be desired from this 
base, using various exemptions with 
various rate schedules, as follows: 

Plan 1: Exemptions and rates appli- 
cable under the current law are applied 
to the tax base under our assumed ideal 
law. 

Plan 2: 
schedule and an assumed $5,000 exemp- 
tion are applied to the tax base under 
our assumed ideal law. 

Plan 3: An exemption is provided of 
$5,000 per person. The rates are set at 
25 per cent of the first $90,000 of tax- 
able estate, 42 per cent of the next 
$900,000 and 60 per cent on the re- 
mainder. 

Plan 4: Similar to Plan 3 but with 
rates of 37, 52 and 68 per cent. 

Plan 5: Similar to Plan 3 but with 
rates of 50, 62 and 74 per cent. 

Plan 6: British rate schedule. 

The application of present rates and 
exemptions under our ideal law as as- 
sumed under Plan 1 would increase yield 


The present estate-tax rate 
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by $897 million.* The relatively slight 
gain suggests that the low revenues now 
obtained from transfer taxes are prin- 
cipally due to large exemptions and low 
initial rates, rather than to loopholes in 
the definition of the tax base. (In ex- 
amining Table I, the attention of the 
reader is called to the fact that bracket 
limits have been selected which contain 
somewhere in the neighborhood of one 
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lowing factors: 
1. The consolidation of the property 
of the I 


within each 
spending unit into one estate for trans- 


same generation 
fer-tax purposes. 

2. The elimination of various avenues 
of avoidance under the present law, 
including avoiding taxation through 
trusts, the $3,000 annual gift exclusion 
on which no report is necessary, be- 


TABLE I 


TrRANSFER-TAx YieELp Estimates, 1953, Various EXEMPTIONS AND Rate SCHEDULES, 


Amount 
of Plan 1 

wealth (In 
(In millions) 

millions) 


Net-worth Number 
bracket of 
(In spending 
thousands) units 


Plan 2 


millions) millions) 


Ipeat Law 


British 
rates 
(In 
millions) 


Plan 4 Plan 5 
(In (In 
millions) millions) 


Plan 3 


(In (In 





(1) (2) (4) 
$ 0-$ 10 375,653 $ ; $ 
10- 15 68,000 83: 
15- 20 54,000 
20- 25 41,000 
25- 30 32,500 
30- 35 25,000 
35- 40 20,000 
40- 50 28,200 
50- 60 19,000 
60- 70 13,429 
70- 80 10,200 76: 0 
80- 100 14,400 ,28 0 
100- 130 10,620 ,205 0 
130- 160 6,850 98: 15 
160—- 220 5,922 OS 66 
220- 310 3,523 115 
310- 440 2,651 161 
440—- 710 1,734 214 
710— 1,385 995 261 
1,385- 4,010 489 ,035 77 
4,010 and over 114 801 
Totals 734,280 $20,453 $2,010 


billion dollars, or approximately 5 per 
cent of the tax base. Note that 40 per 
cent of the Plan 1 yield comes from the 
highest bracket—$4,010,000 and above 
—containing roughly 5 per cent of the 
base. ) 

The increase in yield under Plan 1 
would be mainly attributable to the fol- 

4 Combined federal and state transfer-tax yields in 
1953 equaled $1,113 million. Statistical Abstract of 


the U. S. (Washington, D. C.: Government Print- 
ing Office, 1955). 


“$3,833 


(5) (6) (8) 

$ 0 ss. 
38 76 
98 42 196 
126 251 
140 280 
139 278 
136 272 
244 487 
210 421 
183 366 
165 330 
284 569 
300 567 
280 494 
346 579 
319 514 
349 551 
367 563 
386 573 
524 700 
740 914 

$5,374 $8,981 


(9) 


312 
271 
244 
420 
428 
384 
460 
416 
450 
464 
479 
617 
843 
$7,151 


291 
332 
439 
429 
481 
546 
601 
755 
1,031 
$5,919 


811 


quests and gifts to charitable institu- 


tions, etc. 

3. The consolidation of gifts inter 
vivos into the main transfer-tax base, 
the application of the estate-tax rates to 
the consolidated estate, and the elimina- 
tion of the gift-tax specific exemption 
of $30,000 per donor. 

As shown in Plan 2, the gain in yield 
is substantially larger if exemptions are 
reduced to $5,000. However, it should 
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be noted that the gain from reducing 
exemptions is considerably less in the 
case of the estate tax than would be 
suggested by experience with income 
taxes in this country. The reason, of 
course, is that the distribution of estates 
is considerably more unequal than that 
of income. 

As shown in Plans 3-5 considerable 
gains in yield may be achieved by in- 
creasing rates, particularly in the lower 
brackets, which are scarcely touched by 
present transfer taxes. 

CHART I 
Errective Rates oF DeatH TAXATION 
BritIsH AND UNITED STATES 
Per cent 
100 
al | 
af 


70 


Great Britain 





10,000 


100,000 1 MIL. 
Value of estate (#) 


In column 9 of Table I the British 


rate schedule is applied to our estimated 


10 MILS. 100 MILS. 


tax base under the rules of our ideal 
law. British rate schedules are written 
in effective rates. The British rate 
schedule (presented in Chart I) has no 
tax on the first $8,400 (ie., £3,000). 
It then progresses from 1 per cent on 
net estates between $3,400 and $11,200, 
to a maximum of 80 per cent on estates 
in excess of $2,800,000. This schedule 
would produce an estimated yield in the 
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United States of $5.9 billion, nearly 
twice the yield under present United 
States rates and exemptions. This yield 
is roughly equivalent to that realized 
under Plan 3. 

As may be seen from an examination 
of Table I, only in the bracket above $4 
million does the American yield ap- 
proach the British. The British sched- 
ule takes $487 million from the estates 
below $60,000, which the American ex- 
emption excuses from taxation com- 
pletely. 

Nevertheless, the British rate schedule 
falls into somewhat the same pattern as 
the American—it taxes very large es- 
tates at heavy rates, but deals very 
lightly with estates up to about $40,000. 
As may be seen by comparing the Brit- 
ish yield by brackets with the Plan § 
yield by brackets, it is possible to raise 
much more revenue by higher rates in 
the lower wealth brackets while retain- 
ing no heavier rates on the overempha- 
sized estates of millionaires. 

I should point out that the hypo- 
thetical rate schedules presented in Plans 
3-5 are for the purpose of illustration. 
It is not desired to argue that these are 
necessarily the rate schedules which are 
desirable. The reader having ideas of 
his own for a desirable rate schedule is 
invited to prepare his own yield esti- 
mate from the data here presented. A 
table for the quick estimate of rate 
schedule yields is presented in a section 
below. 

It is interesting to compute the effec- 
tive rate of taxation for the tax base as 
a whole under the various assumptions. 
These rates are presented in Table II. 

The actual tax 1953 
equaled slightly more than 5 per cent 
of the estimated tax base. 
cry 


collected in 


It is a far 


indeed from “confiscatory taxa- 
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tion,” a description which is sometimes 
applied to it. 

Under Plan 1 with the high present 
exemption, the effective rate of taxation 
for the tax base as a whole, even with 
all loopholes closed, is a modest 10 per 
cent. The reduction of the personal ex- 
emption to $5,000 ($10,000 per spend- 
ing unit) still leaves the tax base effec- 
tive rate at a modest figure, 19 per 
Our hypothetical rate schedules, 
while netting 26, 35, and 44 per cent 


cent. 


respectively, all permit substantial quan- 
tities of private property to be trans- 


TABLE II 
ErrectiveE Rates or Estate TAXATION 
FOR THE Tax Base aS A WHOLE, 
Various ASSUMPTIONS 


oak Yield Effee- 
ih (In tive 
(In billions) rate 


Assumption 


billions) 


A 


Actual present law * 
Plan 

Plan 2 

Plan 3 

Plan 4 35 
Plan 5 a : ; 44 
British rates . 5.91¢ 29 


5% 
10 
19 
26 


$20.453 


1 
2 
3! 
5 
8 


* Federal and state transfer-tax yields for 1953. 
Source: Table I. 
ferred to heirs. Even the Plan 5 assump- 
tion takes less than half the tax base. 


A Breakdown of the 1950 
Transfer-Tax Base 
The difference between the estimated 
yield with the 1954 exemption and rate 
schedule applied under our ideal law and 
the yield actually realized under cur- 
rent federal transfer-tax laws is very 
wide. In Table III a rough breakdown 
of the 1950 
tempted.° These figures are believed to 


transfer-tax base is at- 


5 The 1950 base was selected because it is the 
latest year for which adequate statistics are available. 
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show the relative importance of the var- 
ious factors which diminish actual fed- 
eral yields below what would be realized 
under our ideal law. The 1950 tax base 
is estimated as amounting to $18.285 
billion. 

Spending-unit estates below $60,000 
account for over $7 billion, or 40 per 
cent of the tax base. Another huge 
portion estimated at about $3 billion is 
excluded through division of property 
in spending-unit estates over $60,000 
where division of property between 
members of the spending unit creates 
individual estates below $60,000. (For 
further comment on this item see note 
:. Tobde TH) 

The $60,000 estate-tax exemption and 
$30,000 gift-tax exemption lead to ex- 
emption claims totaling nearly an addi- 
tional $2 billion. The marital exemp- 
tion results in total claims of nearly $1 
billion. It is also interesting to note that 
according to these estimates twice as 
much wealth is exempted by the $3,000 
exclusion as by the $30,000 specific ex- 
emption. All these items are part of the 
transfer-tax laws’ generous exemption 
system, supplemented by present rules 
for the treatment of property within 
the spending unit. All items of this class 
together account for slightly more than 
three-fourths of the tax base. 

The more widely discussed loopholes 
in the law through which transfer taxes 
are avoided appear relatively insignifi- 
cant when compared to the above fig- 
ures. Thus trust devices are estimated 
to exempt only 2.3 per cent of the base, 
and other avenues of avoidance even 
more minor amounts. Reported chari- 
table bequests and gifts amount to an in- 
significant 2.3 per cent of the tax base. 
Total charitable bequests and gifts, of 
course, would have to include gifts be- 
low $3,000 per donee and bequests from 
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TABLE III 


BrEAKDOWN OF EstiMatep 1950 TraNsrer-Tax Base 


Amount in millions r cent of base 

Spending-unit estates below $60,000* .. $ 7,310 
Deductions on estate-tax reports: ” 

Specific exemption claimed ................- 1,677 

Marital deduction claimed 923 

Charitable be juests ; 274 

Property previously taxed - 10 
Deductions on gilt-tax reports: 

Exclusions claimed at $3,000 per donee * .. 232 

Specific exemption claimed ® weer 302 

Charitable gifts ° 151 

Marital deduction * 41 
Beneficiaries of life estates in trust, etc.* 416 
Gifts under $3,000 annual exclusion not reported" 404 
Division of property in spending-unit estates above 

$60,000 evasion, and miscellaneous items not 

estimated ' — 3,278 


Value increase 
Taxable gifts! 

Total taxable transfers, present law 

Estimated 1950 transfer-tax base, ideal law 

*Table I, reduced to 1950 base. 

> Statistics of Income, 1950, Part I, p. 234. 

* Ibid., pp. 296-97. 

* Ibid., p. 294. 

* Ibid., p. 295. 

t Ibid... p 294 

* Estimated from data in U. 8S. Congress, House, Committee on Ways and Means, Hearings, 
1950, pp. 84-89. These data were provided by the Bureau of Internal Revenue from a study of 
estate and gift-tax reports. “ 

"Estimated by author. Details in thesis, Chapter 7, section C-4, cited in opening footnote. 

‘This is a residual item after all other items in the table had been estimated from available 
data. The large majority of this sum is almost certainly assignable to division of property within 
spending units above $60,000. For example, a spending-unit estate of $80,000, divided between 
husband ($50,000) and wife ($30,000) would not appear in Statistics of Income at all, since estate- 
tax reports aren’t required for gross estates below $60,000. Also, a spending-unit estate above 
$60,000 might not be included in the other items because gifts had reduced it below $60,000 in 
gross estate. Some other items to be included here are the following: (1) Evasion; (2) Im- 
proper valuation under the optional valuation date provision; (3) Losses during administration; 
(4) Support of dependents; and (5) Possible understatement of value on gift-tax reports prior 
to audit. 

1 Statistics of Income, 1950, Part I, p. 234 

* Based on a study by C. Lowell Harriss, “Wealth Estimates as Affected by Audit of Estate 
Tax Returns,” National Taz Journal, Vol. II (Dec. 1949), pp. 316-33. For further discussion of 
this study see Bowen, op. cit., Chapter 6, section C-2. 

' Statistics of Income, 1950, Part I, pp. 293-296. Computed as follows: 


(In millions) 
Total gifts, taxable returns aig ‘ $ 596 i 
Total taxable-return exclusions including charital ee - 67 
Charitable exclusions on taxable reports 
Total deductions, taxable 
Taxable gifts 
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$60,000. Nevertheless, 


these figures tend to confirm the sus- 


estates below 
picion of the cynic that the charities of 
the well-to-do are greatly exaggerated. 
Were they not tax exempt, they would 
no doubt amount to an even smaller 
sum. The overwhelming bulk of wealth 
is transferred from generation to gen- 
eration within the framework of the 
After all these items have been 
subtracted, we find over $3 billion in 
transfers, against which some tax was 


family. 


actually assessed. This amounts to less 
than 18 per cent of the tax base. 

After examining the above break- 
down, it is not surprising that the yield 
from transfer taxes is a very modest 
sum in spite of the large tax base. 


4. A Table for Rapid Estimation of 
Transfer-Tax Yields 


Table 4 presents data for estimating, 
with a minimum of trouble, the yield 
from various rate schedules prepared 
according to the marginal rate method 
popular in the United States. Although 
it would seem desirable that all tax rate 
discussion be in terms of effective rates, 
until this reform in tax thinking is 
achieved, Table IV will be of value. 

This table has been based on data in 
Table I. As previously mentioned, the 
transfer-tax base of $20.453 billion has 
been divided into twenty-one brackets, 
containing somewhere in the neighbor- 
hood of $1 billion each. In column 2 
has been computed the amount of wealth 
in the estate-tax base taxable at the 
marginal rates assigned to each bracket. 
In column 3 is presented a sample rate 
schedule, rather similar in severity to 
the rates postulated in Plan 4. This rate 
schedule is applied to the tax base in col- 
umn 2 and the resulting tax yield is 
shown in column 4. The summation of 


[Vor. XII 


column 4 gives the yield estimate, in this 
case $7,810 million. 


TABLE IV 
1953 TraNsFer Tax Base TAXaBLe AT 
Marana Rates 


Wealth 
taxable 
at bracket 


Wealth 


Ss, rie 
bracket Sample Yield 
rate 


schedule 


(In rates 
thousands) (In 
millions) 


n 
millions) 


(1) (2) (3) (4) 


$ 4,357 0% $ 0 
1,605 32 514 
1,304 34 443 
1,069 385 
889 
746 
635 
1,027 
792 
637 
§21 
788 
812 
560 
720 
681 
571 
625 
710- 1,385 643 
1,385+ 4,010 657 
4,010 and up 813 
Totals $20,453 


Source: Table I. 


_IL. DeEtTaILep DIscussION OF 
STATISTICAL ESTIMATES 


1. The Distribution of Smaller Estates 


The main problem in estimating the 
yields from transfer taxes is to secure 
satisfactory estimates of the aggregate 
amount of privately-owned wealth and 
its distribution by wealth brackets. 
Various sources were used to prepare an 
estimated wealth distribution believed 
to be more satisfactory for our purposes 
than those previously available. The 
distribution of wealth among spending- 
unit estates in excess of $100,000 has 
been estimated from estate-tax data of 
Statistics of Income.® Estates above 
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$100,000 are possessed by less than 5 per 
cent of spending-unit estates falling-in 
annually, but they include 46 per cent 
of the wealth falling-in within all 
estates. Spending-unit estates below 
$100,000 have been estimated from data 
secured by a 1953 sample survey of the 
Survey Research Center of the Uni- 
versity of Michigan.‘ These sample sur- 
veys are considered excellent for the 
main body of the population, although 
because of the small sample used, 
their reliability diminishes above about 
$100,000. 


Estimated Distribution of Wealth 
Among the Living 


The 1953 sample survey of the SRC 
was selected as a basis for the estimated 
distribution of wealth in wealth brackets 
up to $100,000. This distribution is 
shown in columns 1 and 2 of Table V. 
However, the concept of net worth 
which underlies this survey is too limited 
for our purposes. Certain components 
of wealth—e.g., currency, jewelry, cash 
value of life insurance, etc.—have not 
been included in the survey, due to dif- 
ficulties in securing accurate answers 
from respondents and for other reasons. 
Therefore, the estimates of aggregate 
wealth derived from the survey fall sub- 
stantially short of what is needed for 
our purposes. 

In order to correct for this deficiency, 
wealth 


aggregate was estimated from 





6 Internal Revenue Service, Statistics of Income 
(Washington, D. C.: Government Printing Office, 
published annually). 


7 Published in ‘1953 Survey of Consumer Fi- 
nances,” Federal Reserve Bulletin, Vol. 39, No. 9 
(Sept. 1953), pp. 940-47. Published data were sup- 
plemented by additional data on upper brackets in 
the sample, kindly furnished by the Survey Research 
Center, University of Michigan, Ann Arbor, Mich. 
The sample used was conposed of 3,097 spending 
units. Upper-income groups are indirectly oversam- 
pled on a stratified basis in these surveys, sometimes 
by as much as six times. 


Raymond W. Goldsmith, A Study of 
Saving in the United States.® Gold- 
smith’s estimate of privately-owned 
wealth for 1950 accounts for a total of 
about $871 billion, as compared with 
$547 billion in the SRC survey of con- 
sumer assets for the same year.® 

The discrepancy between the two 
studies is mainly attributable to the 
omission from the SRC study of several 
important classes of assets, but it also 
results from underestimation of several 
other classes. The total arrived at by 
Goldsmith exceeds the SRC total by 59 
per cent, but since it is considered prob- 
able by Goldsmith that his figures over- 
estimate some components of wealth,’° 
it was decided to raise the SRC total by 
only 55 per cent, or $301 billion. 

In determining the distribution of 
this additional amount among wealth 
brackets, each component was allocated 
to wealth classes according to an esti- 
mated allocation judged most suitable 
to it. These allocations were based on 
the distributions of various types of as- 
sets by wealth classes in SRC studies. 
For example, $23 billion in currency, 
omitted from the SRC Study, was allo- 
cated according to the SRC distribution 
pattern for the asset component “ liquid 
* 11 The summation of all such 
allocations to wealth classes is presented 
in column 4 of Table V. 


assets. 


Comparison 
of columns 3 and 6 of the table indi- 
cates that the net effect of these alloca- 
tions was extremely limited, increasing 
slightly the percentage of wealth in the 
highest and lowest wealth brackets. 
Therefore, it appeared simpler to pro- 

8 (Princeton, N. J.: 
1956). 


9 Ibid., Table W-44, p. 107. The SRC sample 
survey was blown up by Goldsmith. 


Princeton University Press, 


10 [bid., p. 108. 
Table 


11 Survey Research Center, 


NW-33 (revised). 


Study 608, 
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ceed on the assumption that the addi- 
tional wealth is distributed in the same 
way as the original SRC total of $547 
billion. In accordance with this as- 
sumption, SRC lower class limits have 
been raised 55 per cent, prior to plot- 
ting as a Paretian curve. The correc- 
tion to lower class limits for understate- 
ment are shown in column 2 of Table 
VI. 

A second adjustment to the lower 
bracket limits has been made to allow 


Vor. XI 


Estimated Distribution of Estates 
Falling-In 

The distribution shown by SRC data, 
with lower class limits corrected for the 
above factors, represents a distribution 
of wealth among the living. It must 
now be translated into an estimated dis- 
tribution of wealth among estates of 
decedents falling-in annually. The fol- 
lowing steps are involved: 

1. The first step is to estimate the 


TABLE V 
ADJUSTMENT OF Survey Research CentER ESTIMATES OF AGGREGATE PrivaTE WEALTH 


By Net-WortH Crasses 


Original SRC study 


Amount 
(In billions) 


Net-worth 
class 
Per cent 


(1) 

$ 1.000 

$ 1,000- 3,000 
3,000- 5,000 
5,000- 10,000 
10,000— 25,000 
25,000- 50,000 
50,000 or more 


Below 


100.0 


$547.0 


Source: J. C. Bowen, Some Aspects of Transfer Tazation in the United States. 
Ph.D. dissertation, University of Michigan, 1958), Appendix I, Table A-3. 
; , I 


for gifts inter vivos (column 3 of Table 
VI). Since previous gifts inter vivos 
are cumulated with the final estate of 
the spending unit under the ideal law 
here assumed, the lower limits of the 
brackets were increased further by the 
estimated amount of gifts made previ- 
ously by the decedents.”” 

A third adjustment involving a re- 
duction in lower class limits has been 
made to allow for funeral and adminis- 
trative expenses, which are an inevitable 
deduction before tax (column 4 of 
Table VI). 

12 For sources of data on which the correction was 
based, see sources in footnotes to Table III. 


ale ttad Rev ised net worth 

additional ele =. 
net worth 

(In billions) 


Amount 
(In billions) 


Per cent 


(5) (6) 
$ 16.6 1.9 
26.6 3.1 
26.2 3.0 
87.8 10.1 
183.3 21.0 
156.5 18.6 
374.0 429 
$871.0 100.0 


(Unpublished 


distribution of decedent spending units 
by age groups. This is based on an esti- 
mated distribution of living spending 
units by age groups supplied by the 
SRC and shown in column 3 of Table 
VII. The number of living spending 
units in each age group was then multi- 
plied by the applicable mortality rate to 
obtain the estimated number of estates 
falling-in annually in each age group 
(column 4-6 of Table VII). For the 
purposes of this study it is assumed that 
a spending-unit estate falls-in with the 
death of the head of the family. It is 
believed that this assumption does not 
introduce any bias into the estimates. 
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2. The second step is to estimate the 
percentage distribution of decedents by 
wealth brackets. This distribution is 
obtained by applying column 6 of Table 
VII to the estimated distribution of liv- 


TAB 


ADJUSTMENT OF SurvEY RESEAR 


55% 
correction 
for under- 
statement 


SRC 
lower 
class limits 


Corre 


Negative 
$ 0 
l 
1,000 
3,000 
5,000 
10,000 
25,000 
50,000 
60,000 
75,000 
100,000 
150,000 
200,000 


1,650 
2,750 
5,500 
13,750 
27,500 
33,000 
41,250 
55,000 
82,500 
110,000 3l 
Sources: 
Column 2, 
Column 3, U. 
pp. 87-89. 
Column 4, estimated from 
Statistics of Income. 


see 


text. 
S. Congress, 


charges prev 
ing spending units broken down ac- 
cording to age groups and wealth 
brackets, supplied by the SRC and 
shown in Table VIII. This computa- 
tion is shown in Table IX. 

3. The percentage distribution of 
spending-unit estates falling-in by 
wealth brackets, as computed in Table 
V, was multiplied by the total number 
of estates falling-in to give the number 
of estates falling-in for each wealth 
bracket. 
Table X. 

The distribution of spending-unit es- 
tates falling-in, shown in Table X, and 


These figures are presented in 


for gifts 


10.600 
16.300 


House, Committe. 
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the corrected lower class limits were 
used to plot the SRC portion of a Pare- 
tian curve shown in Chart II. These 
data provide the basis for the estimate 
of the distribution of estates below 


LE VI 


cH Center Lower Crass Limits 


Correction 
for funeral 
and adminis- 

trative 
expense 

(5) 
Negative 
$ 0 
0 
582 
3,245 
6,049 
13,118 
34,275 
79,200 
94,900 
119,350 
158,500 
238.100 
327,700 


Corrected 
lower 
class limits 


ction 


(4) 


0 

1 
900 
1,200 
1,360 
1,700 
2,770 
3,500 
4300 
5,300 
7,100 

— 10,700 
- 14,200 


,900 


on Ways and Means, Hearings, 1950, Vol. | 3 


in Washtenaw County, Michigan, and from 


$100,000, as explained in Section 3. 


The Distribution of Larger Estates 


To supplement SRC data in the 


higher wealth brackets, a study was 
he years 
1948-50 as presented in Statistics of In- 


come for 1948-50. 


made of estate distribution in t 


Such data must be 
corrected extensively because of the dif- 
ference between the ideal transfer tax 
law here assumed and the present com- 
plex structure of law. Gross estate fig- 
ures were used for the raw data, and the 
following corrections were undertaken. 
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5] 
Correction for Indebtedness 


Gross estate figures are before deduc- 
tion of debts owed by the estate. From 
data in Statistics of Income for 1948 
and 1949, it appears that debts and 
mortgages have been approximately 6 
per cent of gross estate in all wealth 
brackets during the period covered. 
The resulting adjustments are made to 
lower bracket limits and are shown in 


column 2, Table XI. 


[Vo.. XII 


For this reason, the value of estates is 
generally greater after government au- 
dit of the estate-tax report than it was 
before. Gross estate figures in Statistics 
of Income, however, are before audit, 
since to publish them after audit would 
involve a delay in publication of up to 
ten years. Therefore, these figures un- 
derstate estate values as finally set for 
tax purposes. 


Our information on the audit correc- 


TABLE VII 


ESTIMATE OI 


ANNUAL DeEcEDENTS BY AGE GROUPS, 


1953 Survey ResearcH Center Data 


Mortality rate 
per cent 
annually 


Age group 
by years 


(1) (2) (3) 


18-24 14 9.2 
25-34 18 23.7 
35-44 Oo 21.6 
45-54 Sl 5 
55-64 

65 and ove! 


Totals 


18.5 
13.3 


Ded 
od 


100.0 


Sources: 


Column 2, U rtment of Health, 


S. Depa 


Per cent 
of living 
in age group 


Number 
of living 
in age group 
(3) x 53.9 mil. 
(In thousands) 


Decedents per year 
by age groups 
(2) x (4) 


Number 


Per cent 


(4) (5) (6) 
4958.8 6,939 95 
12,7743 22,985 3.12 
11,642.4 38,406 §.21 
9,971.5 80,739 11.00 
7,168.7 127,552 17.38 
7,384.3 457,659 62.34 
53,900.0 734,280 100.00 


Education and Welfare, Public Health Service, Na- 


tional Office of Vital Statistics, “ Abridged Life Tables, United States, 1953.” See p. 237, Table 1. 
Column 3, Survey Research Center, Table NW-3 for 1953. 
Column 4, total number of spending units from Survey Research Center, Table Q-14. 


Correction for Funeral and Administra- 
tive Expense 

Funeral and administrative expenses 
as estimated from Statistics of Income 
amount to about 4-5 per cent of gross 
estate throughout the entire range of 
reported estates. The adjustment is 
shown in column 3 of Table XI. 


Correction for Audit 


Taxpayers’ representatives are natu- 
rally concerned estate 
values in order to minimize estate taxes. 


to minimize 


tion is confined to a study by C. L. 
Harriss, ‘““ Wealth Estimates as Affected 
by Audit of Estate Tax Returns.” 
Harriss’ figures originally applied to net 
estate before specific exemption. They 
have been translated to apply to gross 
estate, and raised 6 per cent for what 
Harriss believes to be a low estimate of 
the correction.'* The final correction 
is shown in column 4 of Table XI. 


13 National Tax Journal, Vol. Il (Dec. 1949). 


14 [bid., p. 328. 
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Correction for Gifts under the $3,000 
Annual Exclusion 


the transfer-tax base is to be deliber- 


ately underestimated, some assumption 
Just how much use is made of trans- 18 necessary as to the amounts trans- 
For this 


paper it has been assumed that families 


fers under $3,000 per donee per year is ferred under this provision. 
estate- 
of the 


records 


Even 
tax lawyers have little idea 
amount so transferred, since no 


a matter for conjecture. 
transfer in amounts under $3,000 as 
much as they do in amounts which must 
A maximum of $40,000 
per spending unit has been assumed. 


whatever are kept of the matter except be reported. 


by the individuals concerned. Unless 

TABLE VIII 
PERCENTAGE DISTRIBUTION OF Net WortH 
3y Size or Net Worth WITHIN AcE Group 


AMONG SPENDING UNITS 


All 

spending 

units 

$-1,000 or more | 
~ 1 to $ -—999 10.5 
0 42 
499 10.1 
999 5.4 
2,999 14.0 
4.999 8.6 


eee | Age of head in years 


class 


65 and over 


' 


a 
~~ 


45-54 


35-44 


a) 


129 
2.0 
57 
38 

16.9 
9.0 


2a 


ot 


1 to 
500 to 
1,000 to 
3,000 to 


Bo bat ip bet bt 
= 


© bo , 
OR bts 


~ 


5,000 
10,000 
25,000 
50,000 


to 9.999 
to 24,999 
to 49,999 


or more 


172 
18.1 
6.9 
43 


bo Gr im G0 Sr eo 


20.9 
18.7 
58 
3.6 


_ 
~I 
~“I 


27.6 
10.6 
74 


i Cr de Co © 


NENDONNOWN, 
ONO Ore TT 


—a ee 
Co 


100 0 
21.0 


100.0 
13.0 


100.0 
9.0 


100.0 
23.0 


100.0 
18.1 


100.0 _ 
100.0 * 


Total 
Per cent of sample 
onents by age group add to 97.5%. Two and one-half | 
d as age not available 


Survey Research Center, Study 


* Com} 
> classi fie 


NW-3. 


608, Table 


TABLE IX 


RCENTAGE DISTRIBUTION OF DecEDENTS BY AGE AND WEALTH 


Survey Research Center 


Age group 
in years 


$5,000 to 


$9,999 
$50,000 
or more 


or more 


03 
51 
1.09 
2.24 
3.08 
11.04 
17.99 


05 
10 
10 
37 
56 
6.67 


7.85 


Ol 
04 
14 
O1 
12 


2 
AT 


AT 
69 
1.29 
430 
6.59 


4.80 
15.40 


24.11 


1.16 139 
161 


; 5.30 
7.49 8. 8.27 


aude 
Totals 11.16 100.00 
Source: Distribution of spending units by net worth within age groups, Survey Research 
Center Table NW-3. Computed by applying the percentage distributions in a particular age 
group (Table VIII) to the percentage of decedents in that age group (Column 6, Table VII). 
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This maximum amount could be trans- 
ferred by husband and wife to two chil- 
Our 


correction for gifts under the annual 


dren in a period of four years. 


exclusion therefore seems conservative. 
It is entered in column 5 of Table XI. 
Correction for Gifts prior to 1932 
Gifts prior to 1932, the year they be- 
came taxable, are required to be re- 
ported in Schedule G of the estate-tax 
return as an informational item. From 
this information the Treasury derived 


estimates *° which form the basis for the 


TABLE X 
DISTRIBUTION OF DecEDENT SPENDING-UNIT 
Estates FaLLiInG-IN ANNUALLY, Sur- 
vEY ResearcH CeNTER Data, 
Finat EstiMate 


Corrected class limits 


Number of estates 
174,538 
59,550 
60,725 
132,097 
177,035 
81,946 
10,675 
10,321 
10,079 
9,702 
7,612 


734,280 


79,200 

94,900 

94,900— 119,350 

119,350— 158,500 

158,500— 238,100 

238,100— 327,700 
Total 


Table VI > 


es: Class limits, 
ites, Tab e [X 


correction shown in column 6 of Table 
XI. 

The Treasury data were first cor- 
rected for presumed understatement of 
The 
the reported 


the 


amount of property actually transferred 


assets. This correction is essential. 
Treasury remarked: “. 


gifts unquestionably understate 


°° 16 


during life. The correction which 


seemed easiest to substantiate is the au- 
15 See U. S. Congress, House, Committee on Ways 


and Means, Hearings, 1950, Vol. I (Washington, 
D. C.: Government Printing Office, 1950), p. 85. 


16 Ibid., p. 77. 


Number of 


[Vor. XII 


dit correction suggested by C. L. Har- 
riss.'’ However, Schedule G is an in- 
formational schedule only, and taxpay- 
ers could underestimate as widely as 
they cared to without much concern 
for penalties. Somewhat offsetting this 
situation is the fact that they have had 
no financial incentive to understate, as 
such gifts are tax-exempt regardless of 
size. 

A second correction was made on 
Schedule G data for changes in price 
The gifts prior to 1932 were 
made during a period with much lower 


level. 


price level than that to which the gifts 
inter vivos correction is to apply. In 
terms of contemporary dollars the sums 
involved are much larger than the un- 
The index 


used to correct for price-level changes 


corrected statistics indicate. 


is discussed in a section below. 

The estimated corrections for gifts 
prior to 1932 are entered in column 6 
of Table XI. 

Correction for Gifts Inter Vivos after 
1932 hors 

Gifts for the period 1932-1944 were 
estimated in the same Treasury study 
cited in the previous section, and sum- 
marized by Joseph A. Pechman.** Pech- 
man’s data were adjusted for audit and 
price-level corrections, as in the preced- 
ing section. The results are entered in 
column 7, Table XI. 


Correction for Beneficiary Interests 

It has been a common practice for 
some time in passing an estate to suc- 
ceeding generations to avoid estate tax 
on one or more transfers through the 


life-estate-remainder sequence. For ex- 


17 Harriss, op. cit. 


18“ Analysis of Matched Estate and Gift Tax Re- 
turns,” National Tax Journal, Vol. III (June 1950), 
p. 159. 
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ample, A leaves his estate in trust to C, 
with income for life to B. Under our 
ideal transfer-tax concept, such prop- 
erty is considered as belonging to B. 
Gross estate figures should be corrected 
for the amount of such transfers. Such 
a correction has been estimated from 
figures furnished the House Ways and 
Means Committee by the Treasury De- 
partment.’® 
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struments and wills submitted with the 
returns.” *° 

Noncharitable transfers in trust for 
these estates varied between 23 and 36 
per cent, apparently in a random man- 
ner with respect to size. To judge from 
Table 10 of the Treasury study, about 
one-half of the value of noncharitable 
trusts skip one generation or more. We 
thus derive an estimate of gross non- 


TABLE XI 
CorrecTION or Gross Estate Crass Lower Limits ror AssortTep Factors 
DIsTRIBUTION OF WEALTH AMONG DeEcEDENT SPENDING UNITS 
(In thousands of dollars) 


Funeral 
and 
adminis- 
trative 
expenses 


Gross 
estate 
class 
lower 
limit 


Indebt- 
edness 


Tax 


audit 
s100 


limit 


(1) y (3) 
60.0 $- 


a 
~~ 


bo 
uo 


to 
© 
HA 


Gifts 
below 
exclu- 


After 
price- 
level 
correc- 
tion * 


Gifts 
prior 
to 
1932 


Bene- 
ficiary 
of life 
estates 


Gifts, 
1932- 
1944 


Sum of 
(2) — (8) 


(10) 
75.4 


(6) 


~~ 


(8) (9) 
R 645 §$ 


70.0 
80.0 
90.0 
100.0 
120.0 
150.0 
200.0 
300.0 
500.0 
1,000.0 
2,000.0 
3,000.0 
5,000.0 
10,000.0 


“5 
— 


y 
6 
‘ 


_ 
NO TOT CO 
owow 


19.5 
31.5 
60.0 
— 128.0 
— 159.0 
— 240.0 
— 640.0 


eo 
rim Go Wwe 


Crk. Oo 


wm CO OO CO C2 Or > CO 
oMmn eo 


be 


- 82.0 
— 126.0 
— 245.0 


— 440.0 


Tp we 09 BD 


es 


910.0 


Cor oro 


“TOO Or bo OO OD Or ee He Co Co 
wm OO we AIO 


ore 


bo 


42: 


854. 


2 
wo 
bo Ge Ge 


— et et et 
“I Or Go 


D Or th 


- 
> oo 
“Ito Gr me bo 


od 
Go 


83.4 
179.6 
282.0 
188.8 
1,192.0 


758 
87.0 
99.1 
111.9 
134.9 
169.9 
231.0 
363.4 
633.9 
1,319.2 
2,763.5 
4320.0 
7,447.5 
18,091.0 


88.6 
101.7 
1158 
130.8 
157.6 
198.5 
269.9 
4246 
740.7 

1,541.5 
3,229.3 
5,048.1 
8,702.7 


* 104/89 times sub-total. 
Source: see text. 

The Treasury studied estate-tax re- 
turns filed in 1945 which showed net 
estate before specific exemption of 
$500,000 or more. “Distributions at 
death among legatees and heirs were ob- 
tained from wills and other documents 
attached to the estate tax return. The 
the noncharitable 
trusts created by the decedents... were 
obtained by an analysis of the trust in- 


characteristics of 


19 See U. S. Congress, House, Committee on Ways 
and Means, Hearings, 1950, Vol. I, pp. 75-89. 


1,589. 21,140.0 


charitable transfers in trust which skip 
one generation or more as a percentage 
of gross transfers, in estates of $500,000 
or more, equal to 14 per cent. 

These data are for the year 1945. 
But the decedents in our sample may 
be expected to have received beneficial 
interests they enjoyed on average one 
generation ago (or about twenty-eight 
years). It seems probable that at this 
time the use of such trusts was less than 


20 Ibid., p. $2. 
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at present as the estate tax was rela- 
tively new then. In order to put the 
estimates on a conservative basis, the 14 
per cent correction has been halved to 7 
per cent. For estates below $500,000 
the correction was scaled down, reach- 
ing 2 per cent at $60,000. It should be 
noted that the correction was applied to 
gross transfers, i.e., to gross estate plus 
gifts inter vivos. The corrections are 
entered in column 8 of Table XI. 


Price-Level Correction, 1948-50 to 
1953 

Since our basic property distribution 
estimated by SRC is for 1953 and the 
estate-tax statistics are for 1948-50, the 
latter must be corrected for price-level 
This makes the two sets of 
For this 


changes. 
data comparable as of 1953. 
purpose an estate-asset price index was 
computed.** This final adjustment is 


presented in column 10 of Table XI. 
Summary of Estate-Tax Data 
Corrections 

All for estate-tax data 
were applied to the gross estate class 


corrections 


lower limits, as presented in Table XI. 
The final distribution of large estates is 
obtained by combining the distribution 
of average numbers of estates falling-in 
annually by gross estate classes as given 
in Statistics of Income for 1948-50, 
with these revised lower bracket limits 
for gross estate classes. 


3. Combining the Distribution of 
Small and Large Estates 


We now combine the distributions of 
small and large estates as obtained in the 
previous sections. For this purpose, the 
distribution of small estates shown in 
Table X and the distribution of large 
estates (Statistics of Income, 1948-50; 

21 The index is only slightly different from one 


computed by Goldsmith, op. cif., pp. 317-319. In 
general, it combines indexes for various classes of 


corrected lower class limits, column 10, 
Table XI) are plotted as Paretian curves 
as shown in Chart II. For estates up to 
$100,000 the distribution based on SRC 
data is used. For estates above $100,000 
a distribution corresponding to the 
straight line in Chart II is used. The 
slope of the line is such as to run con- 
gruent with the larger reaches of estates 
in the distribution. 

By reading off from Chart II, we ob- 
tain the distribution of spending units 
by estate brackets shown in columns 1 
and 2 of Table I.** We next estimate 
the bracket.”* 
The product of this figure and column 
2 of Table I gives the wealth in each 
bracket (column 3 of Table I). 

CHART II 
ParETIAN DistTRIBUTION OF SPENDING-UNIT 
Estates 


Number of decedents annually 
1 MIL. —— 


mean wealth for each 
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Survey Research data 
----- Estate-tax data 
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property (land, bonds, stock, etc.) weighted accord- 
ing to the composition of estates by classes of prop- 
erty. 

22 Chart II is included here to show the general 
pattern of distribution. For actual computation a 
more detailed, larger scale chart was used. 


23 This was estimated from data on estate distri- 
butions in Statistics of Income. It was found that 
the mean estate in a wealth bracket tends to equal 
the lower bracket limit plus 45 per cent of the dif- 
ference between the upper and lower limits. 
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JAMES K. HALL * 


TUDIES of governmental costs cus- 
tomarily include various statistical 
analyses designed to reveal individual or 
aggregate tax relationships between or 
among taxing jurisdictions, aggregate 
expenditure with 
tional or other types of breakdowns, in- 


comparisons func- 
tergovernmental comparisons of debt, 
nontax revenue receipts, and the like. 
That such comparative statistics have a 
usefulness would not be seriously ques- 
tioned. 
cal materials, for example, which adjust 


However, in providing statisti- 


state and local tax receipts to a per 
capita basis, or as a percentage of per 
capita personal income for a particular 
year or years, misleading inferences 
frequently are made. It is doubtful if 
there is any one set of statistics more 
frequently abused and misinterpreted 
than the financial statistics of govern- 
ment. We shall discuss briefly some of 
the more common abuses of interpreta- 
tion attached tax statistical data 
which suggest limitations in their use. 


to 


Tax collections of state and local gov- 
ernments reduced to a per capita basis, 
or as a ratio or percentage of personal 
income of the state, are usually inter- 


preted as a measure of the “ burden” 
Con- 


sequently, comparatively high tax col- 
) k y § 


of taxes per person in the state. 


lections per capita become synonymous 
with a “ heavy tax burden ” per capita. 

* The author is Professor of Economics, University 
of Washington. 


t+ Address to the Twenty-third Annual Institute of 
Government. 
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Per capita tax collections, as we know, 
are simply the mean of tax receipts on 
a population basis. They do constitute 
a useful measure of the comparative 
revenue yield of the tax systems of vari- 
How- 
“ tax 


ous state and local governments. 
ever, they do not indicate the 
burden” borne by any one person, 
the total popu- 


Tax burdens, as 


group of persons, or of 
the state. 


distinguished from tax collections, de- 


lation of 


pend upon the character of the tax 
structure, i.e., the initial distribution of 
a tax or taxes, the shiftability of the 
various taxes in the tax structure, which 
is affected by cyclical shifts of aggregate 
demand, demand elasticities, cost elas- 
ticities, and the like, the relative deduct- 
ibility of the taxes imposed by a par- 
ticular state against Federal taxes, and 
other relevant considerations. 

illustration, the Federal 
Government derive all its tax revenue 
from the personal-income tax under cir- 


In should 


cumstances of a personal exemption of 
$4,000, few citizens of the state would 
contribute the Federal 
Should the State of Washington obtain 


to Treasury. 
its revenue requirements by taxing ex- 
clusively alcoholic beverages and to- 
bacco products, nonsmokers and alco- 
holic teetotalers would be free of all state 
taxes. Under the existing tax system 
in the State of Washington, for example, 
individuals whose assets are in the form 
of intangible personal property pay no 
direct taxes in support of state and local 
government because intangible person- 
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alty is exempt from the property tax 
and no personal-income tax is imposed 
by the state. Citizens who engage in 
subsistence farming and provide for a 
substantial part of their food require- 
ments clearly make a significantly smal- 
ler relative payment under a retail-sales 
tax than persons, in equivalent circum- 
stances as to income and family size, 
who must supply their food and other 
requirements in full from the market. 
Yet, it is estimated that the application 
of the retail-sales tax to food accounts, 
in the State of Washington, for some 20 
per cent of the aggregate revenue yield 
of the tax. From the illustrations noted 


above it is apparent that a per capita 
distribution of Federal or state-tax col- 
lections, or tax collections as a ratio of 
per capita personal income, are not re- 
liable and accurate in indicating either 
the absolute or the relative amount of 
Federal or state taxes in fact paid by 


individual citizens or groups of citizens. 

In Minnesota, companies engaged in 
the mining of iron ores have paid on 
the average over the three-year period 
(1952-1955) about $50 million per 
year in property, occupation, and roy- 
alty taxes. These tax payments amount 
to approximately $17 per capita per 
year.’ Such tax payments, while adding 
to per capita taxes in Minnesota, do not 
in fact represent taxes “ borne” by the 
citizens of Minnesota. Minnesota, by 
taxing iron-ore-mining companies, in 
fact is shifting part of the costs of state 
and local government to the citizens of 
other states. In Texas severance and 
production taxes, principally on oil, 
natural gas and sulphur, produced $187 
million in 1956, which represented 16.2 
per cent of total state and local tax col- 


1 The Governor’s Minnesota Tax Study Committee, 
Report, 1956, p. 115. 
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lections, or $20.97 per capita of a total 
of $129.50. These natural resources are 
largely exported and consumed by citi- 
zens of other states. Nevertheless, in a 
1957 study of taxes by the Texas State 
Tax Study Commission entitled ‘“ The 
Taxes We Pay,” the state-local ‘ tax 
burden ” of Texas citizens is defined as 
including the aggregate of severance 
and production taxes. In Washington, 
for example, property and business and 
occupation taxes directed to the pulp, 
paper, logging, lumbering and plywood 
industries and their timber resources, 
establish their incidence or burden in 
part on citizens of other states. Boeing’s 
tax payments under the same taxes may 
not be regarded as representing a por- 
tion of the state and local “ tax burden ” 
of Washington, although included in 
aggregate tax payments. Tourism is an 
important industry of the state, yet the 
property tax on facilities catering to 
tourists such as hotels, motels, fishing 
resorts, and the like, establishes its inci- 
dence in part on out-of-state residents. 
The retail-sales-tax “burden” is not 
wholly borne by citizens of Washing- 
ton, as a not insignificant part is borne 
probably by persons who live without 
the state purchasing food, meals, lodg- 
ing, equipment and other supplies with- 
in the state. 

Studies designed to show the relative 
“burden ” of a particular tax or taxes 
on individual spending units, or on 
families of different size of varying in- 
come ‘levels, while serving a purpose, 
nevertheless are frequently misinter- 
preted because the assumptions on which 
such studies rest are either not expressly 
stated or, if stated, may be misunder- 
stood. For example, Musgrave’s studies 
on the incidence, or burden, of the tax 
structure in terms of individual taxes, 
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as well as the aggregate of taxes, pro- 
ceeds from a series of arbitrary assump- 
tions of the incidence of particular taxes 
and a special concept of income. In il- 
lustration, in his most recent study he 
assumes that two-thirds of the corpo- 
rate-income tax, Federal and state, is 
absorbed by shareholders, and one-third 
is shifted forward to consumers.” This 
represents, it may be noted, a change in 
this particular assumption from an ear- 
lier study.® All excise and sales taxes 
are assumed to be shifted forward in 
full. The incidence of the heterogeneous 
tax levy known as the property tax rests 
upon a variety of assumptions which 
produces an interesting burden-mix and 
an arbitrary burden allocation among 
personal spending units in different in- 
come levels. The income concept used 
by Musgrave is basically independent of 
his distribution of tax payments, and is 
a concept of “‘ adjusted money income, 
including outright money income 
plus imputations for . . . capital gains 
and fiduciary incomes, and... retained 
earnings of corporations and the un- 
shifted part of the corporation tax.” * 
Should one agree with Musgrave’s inci- 
dence assumptions, his income concept 
and his distribution of income among 
spending units in the economy, then his 
statistically refined and precise dollar- 
burden allocations are suggestive of the 
distribution of tax burdens on spending 
units of different income classes and the 
relative progressivity and regressivity of 
Federal and state taxes. Probably few 
2R. A. Musgrave, “ The Incidence of the Tax 


Structure and Its Effects on Consumption,” in Joint 


Economic Committee, Federal Tax Policy for Eco- 
nomic Growth and Stability, Compendium Volume, 
1955, 


3R. A. Musgrave, ef al., “ Distribution of Tax 
Payments by Income Groups: A Case Study for 
1948,” National Tax Journal, 1V (March, 1951). 


4 Musgrave, “ The Incidence... ,” p. 99. 


persons would accept all of his assump- 
tions of incidence and/or his concept of 
income. 

Studies intended to indicate the char- 
acter of the burden distribution of a re- 
tail-sales tax, for example, customarily 
have important limitations attaching to 
their conclusions which may not be ex- 
pressly outlined and discussed or, if so, 
may not be understood. A study of the 
burden distribution of a retail-sales tax 
by families of different size and of vary- 
ing income levels may be confined to a 
small sample of families in small and 
large cities and based on budget studies. 
The conclusions of such studies may be 
substantially nonrepresentative of the 
state as a whole, although commonly 
misinterpreted to be representative. In 
illustration, rural families of equivalent 
size and with comparable real or money 
incomes are not included. Further, such 
studies assume full and complete shift- 
ing of the retail-sales tax, which assump- 
tion is not necessarily true. The fact 
that a retail-sales tax is invoiced as a 
separate expense item to a customer does 
not always mean that the tax is shifted 
either in part or in whole. The propor- 
tion of money incomes spent on taxable 
commodities and services probably will 
show a significant variation among fami- 
lies of the same size and same income 
level, if the sample has any claim to ade- 


quacy; also, families adjacent to tax-free 
(retail-sales tax) markets will show sub- 
stantial variation in the extent to which 
purchases are made in such markets. 
Consequently, both the relative and the 
absolute levels of tax paid and “ borne’ 


carry a probable error the dimensions 
of which are unknown. This suggests 
that such studies should not be inter- 
preted as representative of anything 


more than the few families the budgets 
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of which are included in the analysis, 
and that the conclusions reached are 
neither any better nor any worse than 
the assumptions on which they are 
erected. 

In dealing with financial statistics it 
is important to keep in mind that the 
statistical data frequently are given a 
detailed refinement, a precision and a 
nicety in tabular and graphical repre- 
sentations which of themselves are per- 
suasive of their accuracy and reliability, 
but which may not be in keeping with 
the gross character of the data, and with 
possibly a high probable error attach- 
ing thereto. Statistical averages, as we 
know, may conceal large statistical dis- 
parities in which, in fact, the more sig- 
There is 
much in the old saw that statistics may 
misinform as well as inform. 


nificant meanings may lie. 


The deductibility of state personal- 
income taxes, as well as property, sales 
and other direct taxes, as expense items 
against the Federal personal-income tax, 
for those who itemize deductions be- 
cause they are in excess of 10 per cent 
of income, reduces Federal income-tax 
liability. Consequently, a partial off- 
set exists against aggregate state and 
local tax payments. Total state and 
local tax payments, consequently, are 
not equivalent to the “ full burden ” of 
state and local taxation. The higher 
local direct the 
greater the reduction in Federal tax li- 
ability for the citizens of a state. Thus 
the deductibility of certain state and 
local taxes against the Federal income 


state and taxes are, 


tax tends, among other things, to re- 
duce the significance of total dollar dis- 
parities in state and local tax payments 
among the states. 

Corporations may deduct income, 
property and other taxes in computing 


[Vor. XII 


net taxable income under the Federal 
corporate-income tax. Consequently, 
state Corporate-income tax, property tax 
and certain other tax payments included 
in the aggregate of state and local tax 
collections are partially offset by a re- 
duction in the Federal tax liability of 
corporations. The Federal Government 
is a senior partner in corporate enter- 
prise in America, with a maximum 
share of 52 per cent in corporate net in- 
come. Thus, a corporation with an ef- 
fective rate of tax of 50 per cent re- 
duces its Federal corporate tax in the 
amount of 50 per cent of the aggregate 
of the deductible state and local taxes. 
In illustration, for a corporation sub- 
ject to an effective rate of 30 per cent 
against corporate net income by the Fed- 
eral tax, a § per cent state corporate- 
income tax becomes a 3.5 per cent net 
addition; for a corporation subject to a 
Federal effective rate of 50 per cent, a 
state income tax of 5 per cent becomes a 
net addition of Total 
corporate-tax payments to state govern- 
ments consequently constitute an im- 
proper measure of the “ burden ” of the 
corporate tax imposed by states. 

A state government utilizing selective 
sales and excise taxes, i.e., taxes on al- 
coholic beverages, tobacco products, and 
the like, nondeductible (against the 
Federal personal-income tax), may not 
obtain part of its tax revenue at the ex- 
pense of the Federal Treasury as does a 
state employing taxes which are deduct- 
ible in computing Federal tax liability. 
State tax systems vary in the amount 
and kind of taxes which are Federally 
deductible, in consequence of which 
state relative, as well as absolute, dollar 
disparities are caused to shift in a di- 
verse fashion from the relative and ab- 
solute dollar differences, as measured by 
total tax collections. 


2.5 per cent. 
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Perhaps it is appropriate to make a 
brief comment on another aspect of the 
relationship of tax collections and tax 
burdens. 
state and local tax collections are inter- 
preted as meaning “ heavy tax burdens ” 
on the citizens of a state. To the ex- 
tent that taxes paid to state and local 
governments finance governmental serv- 


Customarily, high per capita 


ices which, singly and in the aggregate, 
have a marginal utility equal to or 
greater than the marginal utility of 
goods and services which might alterna- 
tively have been purchased from the 
private sector of the economy, the serv- 
ices of government represent a “ good 
buy ” and a wise use of personal income. 
As citizens, we do not regard the re- 
duction in disposable income required to 
purchase a loaf of bread, a suit of 
clothes, or a 
“ burden.” 


converting our dollar income into goods 


car as representing a 


Rather, it is a process of 


and services which represent our desires 
for consumption. Dollars for goods and 
services is an exchange of equivalents— 
a quid pro quo in a different form. So 
it is with the services of government 
for which we pay a price in the form 
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of taxes. Although as individuals we 
may disagree on occasion with the views 
of the majority as to the qualitative or 
quantitative standards of existing gov- 
ernment services, the fact remains that 
taxes, in the words of Justice Oliver 
Wendell Holmes, are what “‘ we pay for 
a civilized society.” ° 

Statistical comparisons of state and 
local taxes have a usefulness in promot- 
ing a better understanding of the com- 
position of tax structures and in indicat- 
ing trends in taxation with reference to 
the various levels of government, as well 
as for government as a whole. While 
such statistical comparisons may pro- 


vide a kind of limited assistance in 


reaching decisions on tax policy, they 


do not of themselves provide any an- 
swers to questions of tax policy. Statis- 
tical methodology, in its application to 
the finances of government, past and 
present, provides a limited and a some- 
what astigmatic view of where we have 
been, but it does not tell us where we 
should go. 


5 Compania General de Tabacos de Filipinas v. Col- 
lector of Internal Revenue, 275 U.S. 100. 





STATISTICAL METHODS FOR IMPROVING 
PROPERTY EQUALIZATION 


LEONARD D. BRONDER * 


T has been generally recognized that 

certain economic classes of agricul- 
tural land may sell more frequently 
than other classes of land in particular 
regions of the state. When the average 
assessment ratio is based upon the rela- 
tionship of assessed value to sales prices 
of the properties sold, it thus may be 
distorted. The economic classes of prop- 
erty most often sold are given undue 
weight or influence. 

In general, state boards of equaliza- 
tion have failed to take account of these 
distortions in making ratio studies upon 
which are predicated equalization prac- 
tices. The tendency has been for the 
state boards to treat each sale as a rep- 
resentative sample of all the property in 
the particular classification (in this in- 
stance, rural real estate). As a matter 
of fact, we find that there is a tendency 
for lower quality land, as measured by 
selling price per acre, to be assessed at a 
higher assessment level than the higher 
quality land. Since a larger proportion 
of low quality than high quality land is 
sold in Nebraska in a typical year, the 
resulting sales assessment ratios are dis- 
torted. 

A method of correcting for such dis- 
tortion outlined below. It is to 
“weight” the ratios within economic 
classes by the fraction of assessed value 


is 


they represent. But before turning to 
the “‘ weighted ” ratio it is well to ob- 
serve the result of using the “un- 


* The author Research Director for the Ne- 


braska Citizens Council, Inc. 


is 
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weighted” method. An “ unweighted ” 
ratio is derived by totaling each of the 
assessment ratios for the 104 properties 
sold as shown in Table I and dividing 
by the total number. The average as- 
sessment was found to be 38.4 per cent 
of sales price. 


TABLE I 
ASSESSMENTS AS Per Cent or Sates Price * 
or FarM Rear Estate CLASSIFIED BY 
ASSESSED VALUE Per Acre, 
Sewarp County, 
NEBRASKA 
Number 
of 
sales 


Assessed value 
as a per cent 
of sales price 


Assessed value 
per acre 
1955 

(1) (2) 
$30-$35 
35- 40 
40- 45 
5— 50 
55 

60 

65 

5— 70 
tal 


51.7% 
449 
45.4 
36.8 
37.6 
33.0 
31.0 
34.5 
38.4% 104 
in 1953, 1954, and first half of 1955. 
Source: Register of Deeds and County Asses- 
sor’s records. 


Next the “ weighted ” ratio is deter- 
mined to illustrate the correction which 
is needed for bias. A calculation of the 
Pte i. , <a 

weights ” applied to the ratios in the 
sample county is shown in Table II. In 
this case the assigned weight in each 
class is its fraction of total assessed real- 
property value in the county. A ran- 
dom sample of one-eighth of the as- 
sessed land in the county was used to 
compute these fractions. 
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A profile of the land in the county 
(based upon the sample) by assessed 
value per acre is shown in Column 4 in 
Table II. The percentage of property 
in each class is used as a weight which is 
applied to the ratio which is found to 
The result 
of the use of this method of weighting 
is shown in Table III. The resulting 
“ weighted ” ratio is found to be 35.0 
per cent—about 9 per cent lower than 
the unweighted ratio. 


exist in that classification. 


TABLE II 

DISTRIBUTION OF FarM Rear 

MENTS BY ASSESSED VALUE PER ACRE, 
Sewarp County, NEBRASKA 


Estate ASSESss- 


Per cent 
assessed 
value 
in class 


Total 
assessed 


value 


Assessed Number 
value of 
per acre acres 


(1) 2 (3) 


Below $30 3. § 61 


27 690 
88,350 
124,567 
258,685 
290,328 
716,105 
577,875 
120,352 
15,428 
$2,219 438 


$30- 35 
35- 40 
40- 45 
45— 50 
50- 55 
55- 60 
60— 65 
65— 70 

Over 70 


y 


CD mt et 
SR OW RAID 


100.0% 


Source: same 


The reason for the lower percentage 
for the weighted assessment ratio for 
the county can be seen by looking at 
Tables I and II. 


tables that the relative number of sales 


You will note in these 


of lower quality land are large in com- 
parison to the amount of assessed value 
of such land in the county. For exam- 
ple, there were seven sales in the classifi- 
cation of $30 to $35 per acre, and 
twelve sales in the classification $35 to 
$40 per acre out of a total of 104 sales. 


This is a large number considering that 


these two classes of property represent 
only 5.2 per cent of all the land in the 
county. 

After correcting for improper weight- 
ing of sales data, state boards are still 
faced with the problem of determining 
the amount of confidence to be placed 
in the resulting ratios. This involves a 
determination of the degree of statisti- 
cal error present because the sample is 
only a small portion of all possible sales 


TABLE III 
ASSESSMENTS AS WEIGHTED Per Cent or Sales 
FarM Estate CLassIFIeD 
By ASSESSED VALUE Per Acre, 
Sewarp County, NEBRASKA 


PRICE OF REAL 


Assessed 
value 
asa 
per cent 
of sales 


price ° 


Per cent 
assessed 

value 
in class 


Assessed 
value 
per acre 


Weighted 
ratio ° 


(1) 


i) 


$30-$35 
35- 40 
40— 45 
45- 50 
50- 55 
55— 60 
60— 65 
65—- 70 


62.04 
179.60 
254.24 
430.56 
492.56 

1,065.90 
806.00 
186.30 

3,477.20 


35.0% 


~) 


to oo 
Oonwe ore 
Oo Wwe =] 


99.3% 


Weighted average: 


“Column (4), Table II. 
T: 


ble I 
>Column (2), ible I 
*Column (2) x Column (3) 


in a given county. The calculation of 
the standard error of the mean gives the 
administrator the benchmarks to use in 
determining when equalization action 
should be undertaken. A measurement 
of the range within which a reliable es- 
timate of the actual assessment ratio 
may be found can serve as an important 
tool in signaling when assessments are 
not in line with the desired level of as- 
should 


sessment and corrective action 


be taken. 
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TABLE IV 
SAMPLING Error oF WEIGHTED AveraGE OF Ratio or ASSESSMENT TO SALes PrIcE* OF 
Rurat Rear Estate Crassiriep py County 


Average ratio 
of assessed value 
to sales price 
of s imple 


Range within which 


Number of Statistical . . 
actual ratio falls 


sales sample 
in sample error ” 


County 
High Low 


33.4 
Antelope 27.9 
Arthur ead 32.2 
Banner 343 
Blaine e° 22.6 
Boone 348 
Box Butte 28.8 
Boyd 34.9 
Brown .. 30.6 
Buffalo ... 29.1 
Burt 34.9 

35.4 


36.0 308 
29.9 25.9 
44.4 20.0 
46.9 21.7 
28.0 17.2 
378 318 
31.6 26.0 
38.5 313 
378 23.4 
31.9 26.3 
36.9 32.9 
38.0 32.8 
36.7 31.9 
36.3 30.7 
318 26.2 
33.1 25.1 
34.9 28.9 
40.4 34.4 
35.7 30.9 
36.5 31.7 
33.8 30.6 
33.7 27.5 
37.5 23.5 
29.2 25.2 
30.3 24.9 
40.9 32.1 
35.7 313 
34.9 26.7 
34.5 27.1 
39.3 34.9 
36.4 31.6 
33.9 28.7 
35.8 318 
37.9 343 
32.8 25.0 
32.5 23.9 
33.0 27.8 
n.a. n.a. 
37.0 28.0 
32.5 26.7 
33.2 32.0 
33.6 27.4 
28.8 24.2 
28.7 23.7 
30.3 27.5 
23.1 93 
35.7 29.1 
35.8 30.6 
346 30.6 
33.8 


CRON OD 


a 
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PROPERTY EQUALIZATION 


TABLE IV (Contnued) 


Average ratio 
of assessed value 
to sales price 
of sample 


County 


27.6 
25.3 
35.4 
30.6 
29.2 
34.4 
31.2 


Madison 
McPherson 
Merrick 
Morrill 


Nuckolls 
Otoe 
Pawnee 
Perkins 


Red Willow .. 
Richardson 
Rock 
Saline 
Sarpy 
Saunders hvasy 
Scotts Bluff 
Seward 
Sheridan 
Sherman 
Sioux 
Stanton 
Thayer 
Thomas 
Thurston 
Valley ; 
Washington 
Wayne 
Webste r 
Wheeler 
York 


Average 
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38.9 
26.6 
34.5 


32.3 


“Based upon 1956 and 1957 sales 
» This error is computed as twice 
| property in the 


©The ratio for all rural 
This estimate is based upon the sma 


the st 


1) 
| 


time 

If a sizable number of properties are 
sold during the year or period of years 
included in the ratio study, it is obvious 


that we can have greater confidence in 


the result than if our average is based 
If the vari- 


ation among the sample ratios within 


on a small number of sales. 


the taxing districts is small, this also 
will influence our confidence. 
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Number of 
sales 
in sample 


count 


: © at 
rd error oi the 


Range within which 
actual ratio falls ° 


High 


Statistical 
sample 
.~ > 
error 


Low 


3.6 
7.0 
28 
10.4 
18 
3.6 
3.0 
14 


31.2 
32.3 
38.2 
41.0 
31.0 
38.0 
34.2 
417 
36.4 
35.8 
442 
32.0 
34.2 
34.7 
413 
38.9 
39.7 
31.0 
36.1 
36.7 
36.6 
323 
36.9 
38.0 
30.7 
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In Table IV we show the ratios of as- 
sessed value to sales price of rural real 
estate by counties in Nebraska for 1958 
based on 1956 and 1957 sales, and also 
the range within which the actual ratio 
is estimated to be found 95 per cent of 
the time. In our ratio study we in- 
cluded two years of sales in order to ex- 
pand our sample and reduce the sample 
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the 
counties only five to ten sales occurred 
When 
number of sales were this small, the er- 


error. Nevertheless, in some of 


in the two-year period. the 
ror became so great as to render the re- 
sulting average unusable for equaliza- 
tion purposes. For example, in Arthur 
County, Nebraska, the seven sales which 
took place in the two-year period aver- 
aged 32.2 per cent with a sampling er- 
ror of plus and minus 12.2 ratio points. 
From this we calculate that the range 
within which the actual ratio is prob- 
ably located lies between 44.4 per cent 
and 20.0 per cent. On the other hand, 
in Custer County, Nebraska, where 144 
valid sales had occurred in the two-year 
period, the average was 32.2 per cent 
with a sampling error of 1.6 ratio 
points. 

The sample error which is shown in 
is two stand- 


Column 3 in Table IV 


ard errors of the mean which means 
that only 5 per cent of the time will 
the actual ratio fall outside of the cal- 
culated range. The standard error of 


the mean is calculated by dividing the 


standard deviation of the samples by 


the square root of the number of items 
less one. Since all of the sales were on 
IBM cards the sample errors were calcu- 
lated in less than a day’s time. 

The importance of the use of the 
zone of error for equalization purposes 
is that officials involved will know how 
good their yardsticks are from county 
to county. Perhaps the counties should 
be given the benefit of the doubt as to 
where the actual ratio for the county 
would be found, which would mean 
you would always be using the upper 
limit of the range. The size of the zone 
of error for the counties where the 
number of sales are small underlines the 
desirability of supplementing the sales 
figures with ratios based on appraisals to 
assessed values. Also indicated is the 
desirability of increasing the sales sam- 
ples by using two or more years’ sales 
histories in arriving at the average as- 
sessment ratios even though some dis- 
tortion may creep in due to changing 
economic conditions. 





THE TIMING OF THE ECONOMIC IMPACT OF 
GOVERNMENT SPENDING 


MURRAY L. WEIDENBAUM * 


HE economic impact of a govern- 

ment spending program may occur 
at the time the disbursements are made 
or, depending on the nature of the pro- 
gram and the state of the economy, 
during earlier stages of the govern- 
mental spending process. This study 
indicates the possible effect on economic 
activity of each major stage of the 
process. 


I. Effects of an Increase in Government 


Spending: The Simple Case 


Four phases of the federal spending 
process are highlighted: (1) enactment 
of appropriations, (2) placement of 
government contracts with the private 
sector, (3) production in the private 
sector, and (4) delivery to and pay- 
ment by the public sector. A number 
of initial assumptions are made so that 
the effects on the economy arising di- 
rectly from an increase in government 
spending readily examined. 
More complicated situations are dealt 
with subsequently. 


can be 


An increase in government spending 
is assumed which consists entirely of ex- 
penditures for goods and services cur- 
rently produced in the private sector of 
These expenditures are 
It is 


the economy. 
financed by borrowing idle funds. 
also assumed that there are sufficient idle 
resources and mobility in the economy 

* The author is product economist in the Head- 
quarters Offices of the Boeing Airplane Company, 
Seattle, Washington. The material contained in this 


article is based on a doctoral dissertation completed 
at Princeton University in 1958. 


to produce the goods and services with- 
out new fixed business investment or 
price or wage increases and without dis- 
placing any private demand. Also 
postulated is the availability of ade- 
quate financing for the government con- 
tractors. This increase in government 
spending generates no indirect effects 
on consumer or business expectations 
nor any changes in other government 
programs. 

Phase I. Appropriation of funds. 
The President transmits to the Congress 
an appropriation request which it en- 
acts after due deliberation. Under the 
assumed conditions, there is no immedi- 
ate effect on the economy as measured 
by any indicators of economic activity, 
such as GNP or the index of industrial 
production, or any of the lead series, 
such as the new orders. 
Neither is there yet any change 
tered in any of the measures of govern- 
may take 


volume of 
regis- 
ment spending.’ This stage 
one to two quarters of a year, on the 
average. 

Phase II. Placement of contracts. 
The government agency to which the 
appropriation is made places contracts 
with business firms in the private sector 
of the economy. The following are 
some of the events that would flow 
from the receipt by a manufacturer of 
a government order for items used by 
the government as well as by private in- 
dustry. 

1 The series on budget expenditures, cash payment, 


and government purchases all measure essentially the 
payment stage of the spending process. (Phase IV.) 
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He finds that he cannot fill the new 
order out of existing inventory or even 
The 


additional volume of production can be 


from existing production lines. 


obtained through more intensive utili- 
zation of existing capacity, requiring 
increases in inventories and working 
capital. On the basis of the company’s 
past performance and the government 
order, the contractor obtains approval 
from his bank for a working-capital 
loan. The contractor begins to place 
orders for materials, to hire additional 
workers, and to subcontract parts of the 
order to other firms. 

The first effect on economic activity 
will now be taking place. As deliveries 
begin to be made on raw materials and 
wages are earned by the first of the 
newly-hired workers! who are tooling- 
up, the contractor will be drawing upon 
his loan authorization and making small 
to the 
An increase will 


amounts of payments various 
factors of production. 
be registered in the outstanding loans of 
the commercial banks and in the total 
money supply. Also, 


occur in gross private 


an increase will 
domestic invest- 
of GNP which 


contains the inventory accumulation re- 


ment, the component 


sulting from the increased amounts of 
goods in process. 
c 


The economic activity represented by 


contract placements is not reflected in 
any of the generally used measures of 
These contracts 
are included, but not identified sepa- 
rately, in the reports by the Depart- 


government spending. 


ment of Commerce on new orders re- 
That the 


placement of government orders (‘‘ ob- 


ceived by business firms. 


ligations incurred ” by the federal agen- 
cies) is the phase of the government 
spending process which energizes pri- 
vate production on government account 


[Vou. XII 
has been noted by a number of ob- 
servers: 


The initial stimulus to production is pro- 
vided by government contracts for pro- 
curement.” 


. it is the placing of a contract, or its 
anticipation, which leads industry to plan 
its acquisition of materials and labor and 
to schedule its production . . .* 

. . . A change in the tempo of Govern- 
ment ordering is not immediately re- 
flected in expenditures. 

But business is affected at once. When 
the flow of orders accelerates, the wheels 
When it de- 
creases, output and employment drop.* 


of industry turn faster. 


It is in the stimulus of productive ac- 
tivity rather than in the minor amounts 
of initial ‘‘ make-ready” production 
that the contract-placement stage exer- 
cises an important effect on economic 
activity. 

Phase III. Production of goods. As 
quantity production gets under way on 
the government order, payments are 


> 


made by the government contractor 
for wages to the employees engaged in 
the work, materials delivered, and the 
interest 
loan. He will also be accruing profits 
on the order.° 


due on the working-capital 


The costs incurred by 


* Melvin Anshen and Francis D. Wormuth, Private 
Enterprise and Public Policy (New York: Macmillan, 
1954), p. 530. 

3 John Perry Miller, Pricing of Military Procure- 
(New Haven: Yale 1949), 
pp. 24-25. 


ment University Press, 


4 Murray G. Lee, The Effec 
(New York: 
1955), p. 9 


ts of Treasury Opera- 


tions American Bankers Association, 


CIEE cians 


cedure to accrue revenues under certain types of con- 


a generally accepted accounting pro- 


tracts and thereby recognize profits, on the basis of 
partial performance. . . . Particularly where the per- 
formance of a contract requires a substantial period 
of time from inception to completion. ...” Ameri- 
can Institute of Accountants, Restatement and Revi- 


sion of Accounting Research Bulletins, 1953, p. 95. 
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the contractor during the entire pro- 
duction period should total the amount 
of the order. These outlays of govern- 
ment contractors are not reflected in 
government purchases of goods and 
services nor in any other government- 
expenditures series at the time they are 
made. They will currently show up in 
GNP— in the change in inventory seg- 
ment of gross private domestic invest- 
ment—to the extent they are not met 
by private inventory decumulation else- 
where. 
government orders remaining in busi- 


The amount of production on 


ness inventories during a given period 
cannot be identified in the available sta- 
tistics and, hence, the amount of pro- 
duction carried on in the private sector 
on government account cannot be meas- 
ured. Only a general idea can be ob- 
tained from series on contracts placed 
and deliveries made. 

On the income side, increases will be 
registered in compensation of employees, 
corporate profits, rental income and, de- 
pending on the legal status of the con- 
tractor and subcontractors, earnings of 
unincorporated enterprises. Increases in 
consumer expenditures also occur as a 
The 


exact amount of this secondary contri- 


result of these income payments. 


bution to the increase of total output 
would depend on the marginal propen- 
sity to consume. 

This stage may last from one quarter 
up to two years or more depending on 
the production time involved. 

Phase 1V. Payments for goods. Dur- 
ing Phase IV the contractors deliver to 
the government the goods which they 
have produced during Phase III. Fol- 
lowing inspection, payment is made by 
the government. Several economic ef- 
fects of this activity can be discerned. 

The delivery of the equipment shows 
up as a decline in business inventories 
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and, hence, in gross private domestic in- 
vestment. It also is recorded as a gov- 
ernment purchase of goods and services. 
These two movements tend to cancel 
each other out with no net effect on 
GNP. The government purchases do 
not represent payments to the factors of 
production but are more in the nature 
of intersectoral 
ments to the government contractor 
for his outlays during the previous pe- 
riod. 

Following the payment by the gov- 
ernment, the contractor the 
working-capital loan. These actions re- 
duce the amount of private credit, re- 


transfers—reimburse- 


repays 


duce the government’s cash balances, 
and increase the cash position of the 
firm doing business with the govern- 
ment. dis- 
burse dividends, or set aside funds for 
tax payments, future expansions, or 


The contractor can now 


merely an improved cash position. 

This is the period during which the 
government purchase shows up as a 
budget expenditure and a cash payment 
to the public. 

Table I illustrates the relationship 
through time between the four major 
stages of the federal spending process 
and aggregate economic activity, based 
on a change in a federal spending pro- 
gram of 50. 

Given the simplifying assumptions 
which have been made, the following is 


the sequence in which the various stages 


of the governmental spending process 
ordinarily enter into the movements of 
total economic activity. 


1. The enactment of an appropriation 
indicates the size of a government 
spending program (for the period 
for which the funds are appropri- 
ated), but is not reflected in any 


measure of current economic ac- 


tivity. 
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The placing of government con- 
tracts and orders w’th the private 
sector gives rise to the beginning of 
production and, hence, furnishes a 
measure of the early (and poten- 
tial) impact of government spend- 
ing (i.e., procurement) on the econ- 
omy. 

The actual production in the private 
sector on government account shows 
up in GNP as additions to business 
This is the stage when 
government contractors make dis- 


inventories. 


bursements for wages and materials. 
Because of the deficiencies in our 


(Vor. XII 


this period. However, this is the 
point at which the government gen- 
erally makes its expenditures for the 
goods and services delivered to it— 
when this activity is recorded as a 
budget expenditure and a cash pay- 
ment. 


Relaxing the Simplifying 
Assumptions 
Some of the effects on the economy of 
the various phases of the governmental 
spending process may be examined un- 
der complicated circumstance 
than in the previous section. 


more 


TABLE I 


ILLUSTRATIVE IMPACT OF THE Major StacGes OF THE GOVERNMENT SPENDING PrROcEsS 


Inventory 


Stage 
g accumulation 


Authorization ces 
Contract placement * + § 
Production +45 
Payment - 50 


2. Only direct and primary effects are shown. 


Government 
purchases 


All other GNP 





+ 5 
ee +45 
+50 


“Includes tooling-up expenses incurred prior to quantity production getting underway. 
Notes: 


1, Amounts shown are changes from the levels obtaining in period “ 0.” 


Fluctuations likely to arise from other causes 


are not shown here or in subsequent amplifications. 


knowledge, we cannot measure the 
magnitude of the private produc- 
tion on government account. In- 
creases in consumer spending also 
occur during this period as a result 
of the payments to factors. 

The completion of production of 
the goods and services ordered re- 
sults in deliveries from the private 
This is 


government 


sector to the government. 
the the 
spending program shows up as gov- 
With the 


multaneous decline in private inven- 


stage where 


ernment purchases. si- 


tories of a corresponding amount, 
no net effect on GNP occurs during 


Anticipatory effects. The 
ment’s act of embarking on a large new 


govern- 


program can have a positive expecta- 
tion effect on consumers and business 
under certain circumstances. Such was 
the case in the early stages of the Ko- 
rean mobilization program when mem- 
ories of World War II price rises and 
shortages set off a wave of private or- 
dering and buying in advance of gov- 
ernment purchasing. 

Table II shows, in an idealized fash- 
ion, how favorable expectations result- 
ing from the government embarking 
upon a new spending program (of 50) 
can be superimposed on the direct ef- 
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fects of such a program. The subse- 
quent developments are similar to those 
in Table I, except that the “ second 
round ” effect on consumer spending is 
specifically indicated here. 

The anticipatory effect of govern- 
ment spending is too diffuse and elusive 
to be measurable. We simply do not 
know what the actions of businessmen 
and consumers in a given period would 
have been in the absence of the antici- 
patory effect of government activity. 
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Under a situation of relatively full 
utilization of resources, the letting of 
additional government contracts may 
simply result in accumulations of back- 
logs. Placing contracts by the govern- 
ment would not immediately energize 
private production. Attempts by the 
government to bid away resources from 
private uses could result in rises in prices. 
There would not be any real increase in 
the production of the economy, except 
that resulting from changes in the 


TABLE II 


4 New 


Consumer Inve 
accumulation 


Stag 
et expenditures 


Authorization 
Contract placement 
Production 
Payment 


GOVERNMENT SPENDING ProcRAM GIVING 


ntory 


Rise To FavoraBLe EXPectaTioNns 


Government 


‘Vp 
purchases GNI 


All other 


+ 20 
5 
+ Sf 


2 


TABLE III 


GOVERN MENT SPENDING REQUIRING PrIvATE INVESTMENT 


Consumer 
expenditures 


Authorization 
Contract placement 
Investment 
Production 
Payment 


Availability of resources. Unutilized 
capacity may not always be present. 
Substantial amounts of new investment 
may be necessary before production 
commences. In this case, the produc- 
tion by private business includes addi- 
tions to private plant and equipment 
needed to produce the government-or- 
dered goods as well as actual production 
on the goods destined for government 
use. Table III shows the operation of 
these two different types of production 
activities arising from government or- 
ders. 


Fixed 
investment 


Inventory 


Governm 
accumulation purchase 


ent ( ‘NP 


+ 5 
+10 
+80 
+10 


+ 5 

+45 

~ 50 + 50 
product mix. Where the government 
resorts to material controls and alloca- 
tion systems, the backlogs may accumu- 
late in the private sector rather than in 
the work contracts. 
There would be no effect on the aggre- 
gate level of economic activity during 


on government 


any part of the government spending 
program. The authorization of the 
new spending program could not give 
rise to any changes in consumer and 
business outlays (resulting from changes 
in expectations) nor could the contract 
letting lead to any expansion in the vol- 
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ume of production. As a result, when 
production of the government-ordered 
goods is completed, there would be an 
increase in government purchases and 
an equivalent decline in consumer ex- 
penditure and/or business fixed invest- 
ment, depending on which private de- 
mands were displaced. 

Financing private production. It was 
assumed earlier that the 
contractor can obtain financing and 
thus, once facilities and materials are 
available, can effectively carry on gov- 
ernment-ordered production. It has 
been observed that the need for short- 
or long-term borrowing to finance cur- 


government 


rent operations becomes much greater 
when a contractor embarks upon the 
performance of government contracts: 


Capital borrowings in the performance 
of Government contracts are frequently 
made necessary because of common delays 
in obtaining payment such as the slow 
processing of invoices, delays encountered 
in obtaining definitive contractual in- 
struments authorizing payment, Govern- 
ment revisions of delivery schedules which 
delay or stretch out deliveries over a 
longer period, thereby prolonging invest- 
ments in inventories, and other Govern- 
ment action. . .® 

Both fiscal and monetary tools can 
In the absence 
of governmental assistance, there may 


affect private finance. 


be substantial financial as well as tech- 
nological limits to large scale expansion 
of production on government orders. 
As can be seen by the large array of 
governmental devices designed to ease 
the financing problems of government 
contractors and by the performance of 
the American economy during wartime, 

6 National Security Industrial Association, Report 
to Commission on Organization of the Executive 


Branch of the Government Regarding Military Pro- 
curement, Washington, 1954, p. 57. 


(Vou. XI 


these financial limitations have generally 
not been controlling. 

Financing the government expendi- 
tures. It was assumed earlier that the 
government payments to contractors 
would be financed by borrowing idle 
funds. Obviously, other financial tech- 
niques could alter the expansive effect 
of government purchases, but these 
matters are better treated as separate 
monetary and fiscal policy issues. 

Changes in rates and levels of gov- 
ernment spending. “ Follow-on” or- 
ders—those which extend and maintain 
existing production—tend to result in 
continued stability rather than any net 
increment in total demand. Table IV 
assumes that “ follow-on” orders are 
placed which maintain the level of pri- 
vate production achieved with the origi- 
nal orders. The levels achieved during 
period 4 (when payment is made on the 
first series of contracts). are merely 
maintained in period 5 and beyond. 

It should be noted here that the per- 
manency of the change in the amount 
of government procurement is impor- 
tant. Where 
sumers believe that an increase in gov- 
ernment spending will be lasting, they 
may react, particularly in investment 
decisions, far more fully than if they 
regard such increases as merely transi- 


businessmen and _ con- 


tory. 


IV. Summary 

The magnitude of changes in the 
various phases of the Federal spending 
process can have important economic 
effects under many circumstances; an 
awareness of these surrounding circum- 
stances is essential to an adequate analy- 
sis of these changes in government 
spending patterns. 

The very act of announcing and 
authorizing a new or increased spending 
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TABLE IV 


ILLUSTRATION OF ACHIEVIN( 


‘ 
Consumer 


expenditures 


f Authorization of 
program A 10 
Contracts for 
program A 
Authorization of 
program B 
Production A 
+ Contracts—B 
Authorization—C 


Period 3 


Payment \ 
|} Production—B 
Contracts—C 
Authorization—D 


Payment—B 
Production—C 
* | Contracts—D 
| Authorization—E 


Period 


Period 5, ete 


program—the granting of new obliga- 
tional authority—can sometimes give 
rise, by affecting expectations, to posi- 
tive or even negative changes in business 
and consumer spending in advance of 
the actual letting of contracts or dis- 
bursement of government funds. 

The act of placing contracts and in- 
curring other obligations may not al- 
ways signal the onset of production. 
The needed production facilities may 
not be readily available or backlogs of 
orders may first have to be worked off. 
Also additional working capital may be 
On the other hand, the gov- 
ernment order may be filled out of in- 


required. 


ventory and no effect on economic ac- 
tivity would take place until some time 
later. 

In addition to the direct effects of the 
government expenditure there will be 


4 Hicuer Lever or 


GOVERN MENT SPENDING 


Government 


purchases 


Inventory 
‘cumulation 


the accompanying effects of the financ- 
ing of this outlay. These are questions 
of monetary and fiscal policy primarily. 

Although all of these complications 
may modify the effect on the economy 


of a program of government procure- 


ment from private industry, the basic 
relationships generally hold: The pri- 
mary effect on productive activity (to 
the extent there is any) occurs in ad- 
vance of the actual government expend- 
itures. Under most of the circumstances 
that have been examined, the placing of 
orders induces (either immediately or 
after a delay) production on govern- 
ment account and such production re- 
mains in the private sector and does not 
show up as government expenditures 
until it is completed and the goods in- 


volved delivered to the public sector. 
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TAXATION IN 


H. 


N THE long and voluminous history 

of public finance it would be hard 
to find any topic which has received 
more attention and occasioned less re- 
sponse than that of property taxation. 
Generally the is pictured 
as bad and the “outlook” about the 


“* situation ’ 


same. In particular, the “ uniformity ’ 
clauses in many state constitutions have 
been held up to criticism. Tax econo- 
mists describe the general property tax 
as “wrong in theory and unworkable 
in practice.” Others have been even 


less tolerant. For example, in my own 


state a legislative committee of con- 
siderable standing expressed the view 
that our system could be compared (in 
its effects) to “ the gentle art of crack- 
ing safes or distilling moonshine liquor.” 
This was nearly 40 years ago but the 
only action taken by the legislature was 
to remove the state from the field of 
property taxation, thereby effectively 
removing the only supervision afforded 
the process and compounding the errors 
of the system then in use. 

In spite of long and severe criticism 
and a few sporadic attempts to do some- 
thing about it, the general property tax 
continues as the principal—and in many 
cases the only—support of local gov- 
ernment, not only in the South but in 


the United States. 


A recent release 


* The author is Head of the Department of Agri- 
cultural and Rural 
College. 


Economics Sociology, Clemson 


+ Address given at Annual Meeting, Southern Eco- 
nomic Association, Atlanta, Georgia, November 21, 
1958. 


SITUATION AND OUTLOOK FOR PROPERTY 


THE SOUTH? 


AULL * 


based on a 1957 Census of Governments 
indicates that local property-tax collec- 
tions now approach $13 billion a year 
and account for about 90 cents out of 


every one dollar of local fax revenue.’ 


State taxes on property amount to an- 
Thus 


approximately $75 of the total annual 


other half a billion dollars a year. 


per capita fax burden is attributable to 
a direct tax on some type of property. 
This is comparable to total state tax col- 
lections in 1958 of about $87 per 
capita.” 

Lest anyone should think that prop- 
erty is losing its power as a producer of 
public revenue it should be noted that 
total collections from this source have 
doubled since 1948 and tripled since 
1938. Thus, while many states have 
been turning to other sources of reve- 
nue, the property tax has become in- 
creasingly important to the more than 
100,000 units of local government in 
this country. It is therefore not too 


much to say that the “ outlook” for 
some 65,000 school and other districts, 
18,000 municipalities and 3,000 coun- 
ties (not to mention 16,000 other local 
units) is very definitely tied up with 
the outlook for property taxation in 
the states of which these units are a 
part. 


It is universally recognized that pro- 
; g P 


1U. S. Department of Commerce, Bureau of the 
Census, Real Estate Assessments in the United States, 
G-CGA-No. 3, May 31, 1957. 


2 Department of Commerce, Bureau of the Census, 
State Tax Collections in 1958, G-SF 58-No. 3, Aug. 
1958. 
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cedures for the assessment of property 
for tax purposes are notoriously inade- 
quate and result in widespread and 
grievous inequities not only between 
different units of government and dif- 
ferent classes of property but, more 
importantly, between different proper- 
ties within the same class and the same 
taxing units. This being the case, not 
too much reliance can be put on figures 
showing either the total assessed value 
of property for tax purposes or the dis- 
tribution of this value among the dif- 
ferent classes and the different units of 
government. The problem is further 
complicated by varying practices as to 
exceptions and exemptions, which for 
the most part can be explained on the 
grounds of political expediency rather 
than of a sincere desire to improve the 
administration of property-tax laws. 

In spite of these limitations it is not 
inappropriate at this time to make some 
observations as to the size and compo- 
sition of the property tax “ base” as a 
preliminary to any understanding of 
the property-tax situation. 

In all of the 48 states the total as- 
sessed value of all property for tax pur- 
poses has been estimated at around $272 
billion.® 


ment is evident in the fact that total 


The extent of under-assess- 


taxes levied against these assessments are 
at an average rate of 4.5 per cent. This, 
of course, would reflect an intolerable 
situation were it not for the fact that 
assessed values are only a fraction of 
and 


other measures of real worth generally 


“true value,” “market value ” 
specified in state constitutions. 

Of the $272 billion assessed value of 
all property subject to taxation, about 
90 per cent on the average is assessed 
locally. Most of the remainder repre- 


3 Real Estate Assessments in the United States, op. 
cit. 


sents assessments of railroad and public- 
utility property which could hardly be 
assessed at all at the local level. Broken 
down by type of property, about 75 
per cent is classed as real estate, 17 per 
cent as tangible personal property, and 
7 per cent as railroad and public-utility 
property. 

A significant fact about these’ fig- 
that the the 
United States has become essentially a 


ures is property tax in 
tax on real estate and that intangible 
property has all but disappeared from 
the tax rolls. This, of course, is not 
necessarily bad. There are sound rea- 
sons for classifying all property for tax 
purposes and for taxing different classes 


The 


tragedy is that it is being widely done 


at different rates or not at all. 


in a purely haphazard fashion and with- 
out the sanction of either statutory or 
moral law. 

Some idea as to the magnitude of 
the task which for generations has con- 
fronted those who attempt to admin- 
ister the property-tax laws in the several 
states, may be seen in the fact that local 
assessment rolls list approximately 61 
million distinct parcels or holdings of 
taxable realty besides other millions of 
holdings not classified as real estate. 
About one-half of the real-estate hold- 
residential non-farm 


ings represent 


property, about one-fourth acreage and 


farm properties, one-fifth vacant lots, 
and the remainder commercial and in- 
dustrial properties.” the 
most favorable conditions the proper 


Even under 


assessment of this vast array of taxable 


»§ Commerce, Bureau of the 


United 


*Uu..S 
Census, Property Tax 
States, G-CGA-No. 5, December 1957. 


in the United States, op. 


Department 
Assessments in the 


ments 


5 Real Estate Asses 
cit. 
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wealth would present problems of al- 
most insurmountable proportions. With 
circumstances as they are the miracle is 
that the property tax has been able even 
to survive. 

It is clear from the foregoing that 
the property tax is an important source 
of public revenue nationally and that 
property-tax problems are not regional 
but national in scope. However, for 
a more detailed consideration of these 
problems the discussion will be pointed 
specifically to the situation as it exists 
in the South.°® 

One of the most shocking revelations 
growing out of any inquiry into the 
problems of property-tax administra- 
tion is the disparity between statute 
It is doubtful 
whether in any other area of public ad- 


law and actual practice. 


ministration, statutes are more univer- 
sally violated than in the field of prop- 
erty-tax administration. For example, 
in nearly every southern state both the 
constitution and the statutory laws pro- 
vide for “ full as the basis of 
assessment yet there is hardly a state 
the South who 
would claim an over-all assessment ratio 
(assessed value divided by actual value) 
in excess of 25 per cent.’ Likewise, it 
is almost a universal requirement of law 
that shall be “ uniform” 
and “ proportional.” This is a huge but 
ironic joke! 


’> 
value 


oficial anywhere in 


assessments 


Even after making gener- 


ous allowances for errors in human 

6 For this part of the discussion the author draws 
heavily upon findings of a study he made jointly 
with Mr. C. C. Taylor which was published as Bul- 
letin 414 of the South Carolina Agricultural Experi- 
ment Station in January 1954 under the title Property 


Tax Problems in the Southeast. 


7A recent nationwide survey based on a scientifi- 
cally selected sample indicates that non-farm real 
estate is assessed at more than 40 per cent of its value 
in only 10 states and farm real estate in only three 
states. 


[Vor. XII 


judgment, inequalities are the rule rather 
than the exception both as between 
properties of different classes and of 
the same 
ing district, and as between one district 
and another.* One student of the sub- 
ject has said that in his state the chances 
of getting a correct (equitable) assess- 
ment are about equal whether it is ob- 
tained on the basis of current practices 
or drawn from a hat! 


same class within the tax- 


Numerous examples could be cited in 
support of these charges. For instance 
figures compiled by the State Depart- 
ment of Taxation at Richmond, Vir- 


ginia, show that average county assess- 


ment-sales ratios varied from 6.1 to 51.7 
per cent, with city property being as- 
sessed on the average twice as high as 
In South Carolina the 
situation is somewhat reversed in that 


rural property.” 


farm real estate bears a property-tax 
burden which, on the average, is rela- 
tively twice as heavy as that borne by 
urban real estate. However, there is 
less variation between counties in South 
Carolina than is indicated for Virginia.’” 
A recent survey under the sponsorship 
of the Southeast Land Tenure Research: 
Committee reveals similar inequities in 
states." 


each of southeastern 


There 


seven 


is further substantial evidence 

8 This latter situation creates a serious problem of 
inequity only when there is a “ superior” government 
which levies a property tax on both districts or when 
assessed value provides a basis for allocating grants in 


aid. 


9 Report of the Governor of Virginia for the Fiscal 
Year Ending June 30, 1952. Data for 1950. 


10 Aull, G. H., ‘Inequalities in the Property Tax 
System.” Speech to South Carolina State Chamber 
of Commerce, Charleston, S. C., Nov. 16, 1956. 


11 Taylor, C. C. and G. H. Aull, Property Tax 
Problems in the Southeast. South Carolina Agricul- 
tural Experiment Station Bulletin 414, Clemson, S. C., 
January 1954. 
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that the same situation prevails through- 


out the South and generally over the 
entire country. 

ratios 
between counties, or even between dif- 


Variations in assessment-sales 
ferent classes of property within the 
same county, while generally contrary 
to state law, are not bona fide proof of 
inequalities in the property-tax system. 
Such proof, however, is not hard to 
find in multitudinous instances of il- 
logical and unexplainable variations in 
the relative values attached to similar, 
and even identical, properties within 
the same taxing jurisdiction. For ex- 
ample, in a single county-seat town in 
South Carolina assessment-sales ratios on 
67 bona fide transfers of residential 
properties varied from 2.8 to 45.5 per 
cent with an average of 6.3 per cent. 
In the same county and during the same 
time-period the comparable range for 


farm 
properties was from a low of 2.4 per 


approximately twice as many 
cent to a high of 72.0 per cent with an 
average of 12.9 per cent. There were 
uniform, countywide, general-purpose 
and school taxes applicable to both of 
Obviously, 


therefore, under a system which is sup- 


these classes of property. 


posed to be equitable, rural landowners 
as a group were paying twice as much 
for the same services as their counter- 
parts in town. Even among the urban 
landowners, however, some were pay- 
ing more than seven times their “ fair 
share” (45.5 +6.3) while others were 
paying less than one-half as much as 
they should (2.8+6.3) by comparison 
with the average in that group. For 
rural the least favored 
were paying at a rate about six times 
that of the average (72.0+12.9) and 
the most favored less than one-fifth of 
the average (2.4 + 12.9). 

In general it can be said that assessors 


landowners 
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do a somewhat better job of “ equal- 
the tax values for urban prop- 
erty than for rural property. However, 


izing 


for farm real estate in South Carolina 
it has been determined that only about 
one out of four properties is assigned a 
value which bears any resemblance to 
an equitable assessment; about one in 
three is greatly under-assessed and two 
I Prop- 
erty-tax equalization would, therefore, 


y ou er-assessed. 


out of five gross 


not materially affect about 25 per cent 
of the farm owners in South Carolina; 
it would “help” 
cent and “ hurt” 


a little over 40 per 


about 33 per cent. 
There are many excuses and a few ex- 
planations for this state of affairs, of 
which more will be said later. In prac- 
tice, however, the problem stems from 
the fact that assessors are too “ average 
minded.” This is illustrated by results 
of a study involving 174 transfers of 
farm property, all of them representing 
voluntary sales over a period of about a 
year and a half and all of them within 
a single taxing area. The average sell- 
ing price of all these properties was $56 
per acre and the average assessed value 
$8 per acre (14 per cent). One large 
tract of badly eroded, unproductive 
land sold for $8 per acre. This was the 
lowest average sales price observed in 
the study. 
tract was $6 per acre or 75 per cent of 
This was the highest as- 
ratio The 


highest per acre price was paid for a 


The assessed value on this 


selling price. 
sessment-sale encountered. 
well-located farm of adequate size and 
in a high state of cultivation. It brought 
$180 per acre but was on the tax books 
at the average rate of $8 (4.4 per cent). 
A few tracts which sold at somewhat 
lower prices were assessed at $10 and 
$12 per acre yielding assessment-sales 


The in- 


ratios of 7 to 10 per cent. 
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teresting fact is that while selling prices 
varied from $8 to $100 per acre (22.5 
times) assessed values clung very close 
to the average for the county.” 

No appraisal of the property-tax sys- 
tems in the South would be complete 
without some discussion of the large and 
largely indeterminate volume of prop- 
erty which escapes taxation for one rea- 
The total includes a 
disturbing amount of wholly or par- 
tially exempt property as well as a sur- 
prisingly large volume of legally tax- 
able property which has 
escaped the eye of the assessor. 

Real property, because it is tangible 
and visible, apparently should be rela- 
tively easy to enumerate, yet compara- 


son or another. 


somehow 


tively few assessing officers have been 
provided an adequate record system (in- 
cluding maps) and it is no secret that 
many real properties are omitted in 
whole or in part from the tax rolls in 
most of the states. 

Personal property is listed more hap- 
hazardly than is real property and cre- 
ates a particularly difficult tax problem 
when the owner does not also have title 
to real estate. This is especially true in 
the case of intangible personal property. 
Motor vehicles, although now more 
completely listed than some other items 
of personal property, habitually present 
difficulty and in every state substantial 
numbers apparently escape the prop- 
erty-tax levy. The simple expedient of 
taxing such property entirely through 
a system of licensing seems not to have 
“caught on,” probably due to consti- 
tutional restrictions which, 
could be removed. The assessment of 
“‘ merchants’ inventories ” creates an ad- 
ditional serious situation in many states. 

The problems associated with prop- 


however, 


12 Aull, op. cit. 
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erty-tax administration are made more 
difficult and the inequities more burden- 
some when there is any substantial limi- 
tation on the tax base, whether it be the 
result of legal or illegal (evasive) ac- 
tion..* Among the more economically 
important legal exemptions are those 
applicable to property held for “ pub- 
licly beneficial purposes” (by churches, 
schools, nonprofit hospitals, fraternal or- 
ganizations, etc.). Unfortunately there 
is no listing of these properties nor even 
a rough guess as to their value and 
hence no estimate as to their tax signifi- 
cance or the extent to which the exemp- 
tion privilege may have been abused. It 
is as if these properties did not exist! 

Another and perhaps less understand- 
able practice aggravating the property- 
tax problem is that of exempting from 
taxation property which is held by new 
industries (for periods up to 10 years) ; 
used as “ homesteads; ” owned by vet- 
erans, handicapped persons, etc., ad in- 
finitum. While none of these practices 
is particularly widespread, one or more 
of them rises to plague the conscientious 
tax administrator in nearly every state 
and there are legislators who would 
adopt another with no regard for the 
disturbing effects upon those not in the 
favored class. 

In view of the increasing difficulty of 
finding an adequate volume of local tax 
revenue a question might well be raised 
as to the “equitability ” of a system 
which exempts from taxation (for 
whatever reason) a high proportion of 
the tax base in many communities."* 

It would appear from the foregoing 


13 This generalization would not necessarily apply 
in the case of property removed from the general tax 
rolls but made an objett of special taxation. 


14 A particularly difficult problem arises in cases of 
large-scale public housing which occasions heavy local 
expenses but generates little local revenue. 
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that if the property tax is to be saved— 
and with it the structure of local gov- 
ernment in the South—certain steps are 
essential and urgent. Among these may 
be mentioned the following: 


1. Constitutional amendments: It 
should be obvious by this time that con- 
stitutional requirements for “ uniform- 
ity” in the taxation of “all” property 
are outmoded and incapable of enforce- 
ment. The outlook for property tax- 
ation in the South will continue to be 
anything but bright until provision is 
made for a classification of property for 
tax purposes with the likelihood that 
certain minor classes, for administra- 
tive and other reasons, may then be ex- 
empted altogether and certain others set 
apart for special, or im lieu taxes. At- 
tention could then be given to more ap- 
propriate methods and procedures for 
the assessment, equalization, and collec- 
tion of taxes on the large mass of prop- 
erty which now suffers from poor ad- 
ministration. 

2. Improved procedures and person- 
nel: Anyone who has taken the time to 
survey the personnel and facilities pro- 
vided for the administration of prop- 
erty-tax laws in the South cannot but 
be impressed with the almost complete 
of this important 
While there are a few outstanding ex- 


neglect function. 
ceptions, notably at the state level, the 
great bulk of property in the South is 
assessed for taxes by ill-qualified and 
untrained personnel and without bene- 
fit of plat maps, property description, 
tax manuals, or any of the other aids 
essential to the task at hand. In many 
rural cofinties tax records, together with 
necessary computation and duplications 
are kept in longhand. Much estate is 
described simply as “ acres of land.” In 
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many offices tax records do not reveal 
whether a “ farm” consists of cropland, 
woodland or wasteland. Timber is 


rarely assessed as such and frequently 
not at all. Improvements, including the 
number and type of buildings, are com- 
monly omitted or incompletely listed. 
When listed at all, they are generally 


As- 
sessors are commonly paid less than 
semi-skilled laborers and many draw 
only a meager per diem for just a few 
days during the year. It is not unusual 
for a county to appropriate just a few 
hundred dollars to finance the assess- 


reported in terms of numbers only. 


ment of tens of millions. 

The function of assessing property 
for tax purposes warrants the full-time 
service of fully qualified, well trained, 
adequately paid specialists unencum- 
bered by political obligation or aspira- 
tion and supported by the very best 
“tools” with which to do. the job. 
Anything less than this is an offense 
against the public and a crime against 
millions of honest taxpayers whose sin- 
cere desire is to contribute their fair 
share to the cost of government. About 
the only thing which has saved us from 
a real tax revolt has been the generally 
low average rate at which most prop- 
erty in the South is taxed. For example, 
the United States Department of Agri- 
culture estimates that farm real-estate 
taxes in the 48 states in 1957 averaged 
nearly $1.00 for each $100 of “ full 
value,” yet the comparable figure in no 
southern state was as high as $0.60 and 
in ten than 
$0.50." 

Here and 


being made to improve the situation. In 


such states it was less 


there some attempts are 


15 United States Department of Agriculture, Agri- 
cultural Research Service, ‘Farm Real Estate Taxes 
1957,” 1958. 
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the states have made 
available a variety of taxing “‘ aids,” but 
with little or no effort to see that they 
are used. Elsewhere, the states have of- 
fered the services of technical advisers 
but again on a sort of “ take it or leave 
it” basis. 
in-aid are made to the counties accord- 


some instances 


In a few states where grants- 


ing to some combination of local need 
and local effort, some sort of over-all 
minimum level requirements have been 
established but without much consider- 
ation of internal improvement. 
Decreasing local revenue and increas- 
ing need for public funds have com- 
bined to force some 


county govern- 


ments into action. Unfortunately in 
many such instances an immediate fi- 
has seemed to over- 
shadow the desire for improved prop- 
erty-tax 


tackled the problem by employing a 


nancial urgency 


administration. Some have 
firm of tax appraisers to inventory and 
evaluate all taxable the 


Others have sought to accom- 


property in 
county. 
plish the same purpose with local help 
under the guidance of a qualified tax as- 
sessor. In either case there is always the 
necessity for some continuing plan for 
keeping the records as current and com- 
plete as possible. 


In spite of scattered evidences of ac- 
tivity in these fields there is scant hope 
that any real and lasting property-tax 
reform will be accomplished anywhere 
except by constant, persistent and effec- 
tive prodding on the part of an aroused 
electorate. There are just too many in 
high places who have a vested interest 
in the continuation of the status quo. 
Their attitude is understandable but 
purely selfish and highly dangerous to 
local government. 

The very existence of thousands of 
local units is dependent upon a stable 
and fairly adequate source of revenue 
which is peculiarly adaptable to local 
the 
property tax, though grossly abused 


administration. For generations 
and poorly administered, has met this 
need. There is no suitable substitute 
now in sight. The property tax, how- 
ever, is in grave danger of breaking 
down. It simply cannot survive in its 
present form with the abuses to which 
If it dies, 
local government as we know it will 


it is currently subjected. 


pass out of the picture and a larger 
central government will take over. Not 


many people want this to happen, but 


too few appear to be in position to do 
anything about it. 
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Notes from the President 


My experiences of office with NTA for the past several months have not 
been without certain frustrations. Having spent a great many years in public 
service (the last five as tax commissioner), the work has not been too difficult 
for the reason that heretofore most everyone has freely told me not only what 
to do but where to go. This assistance from members of NTA I miss. 


A brief summary of the more important activities of our Association since 
the 1958 Annual Conference in Philadelphia is as follows: 


The Executive Committee met at the Conrad Hilton Hotel in Chicago on 
February 3, 1959. The meeting must have set some sort of a record. Out of 
a total of twenty persons comprising the officers and members of the Executive 
Committee, sixteen were present. Geographical representation came from thir- 
teen states, the District of Columbia, and Canada. I never cease to marvel at 
the time, effort and expense members of NTA are willing to give for the cause 
of the organization. There never seems to be a lack of willingness on the part 
of any member to accept full responsibility in the performance of any assign- 
ment requested of him. The old adage “It is better to give than to receive ” 
fortunately prevails even among taxpayers and their representatives. 

Everyone will be glad to learn that Larry Reuther attended the Chicago 
meeting. Larry looked fine and under the good care of his wife, Margaret, is 
recovering nicely from his recent and serious illness. 

Big plans for the forthcoming Texas Conference at Houston on October 
25-29, 1959 are off to a good start. Phil Robira, a member of our Executive 
Committee who is associated with the Transcontinental Gas Pipe Line Corpora- 
tion of Houston, accepted the assignment of Chairman of the Local Arrange- 
ments Committee. He informed the Executive Committee at Chicago that all 
of the Texas members of NTA and many other good Texans were giving him 
their utmost assistance. If only half of the agenda he has conjured up becomes 
a reality, you still cannot afford to miss being in attendance. 


Alvin Burger, Executive Director of the Texas Research League of Austin, 
Texas, accepted the task of serving as Chairman of the Program Committee. 
Al has given freely of his time and efforts in the past on behalf of NTA, in 
many capacities. His Program Committee is meeting in New York City at the 
Statler Hotel on March 20, 1959. His associate, Glenn H. Ivy, was present in 
Chicago and met with the Executive Committee to obtain their views as to the 
subjects they believe most timely, meaty, and appropriate for the Houston Con- 
ference. You can look forward to an excellent program! 
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The final report of the Committee on “ State Equalization of Local Property 
Tax Assessments ” was submitted to and accepted by the Executive Committee. 
The report will appear in the 1958 Conference Proceedings. It is excellent in 
every respect, even though controversial in part, and all dissents are noted. Don’t 
miss reading this report in the Proceedings! Les Carbert and Bill Murray, the co- 
chairmen, along with the other members of the Committee, received the unani- 
mous thanks and appreciation of the Executive Committee for a job well done. 


A new Study Committee was authorized by the Executive Committee to be 
known as “Committee on Costs of Taxpayer Compliance and Administration.” 


The scope of the study will include federal, state and local levels of government. 


Methods of reducing the costs of compliance and administration will also be 
included in the survey. This undertaking is very difficult and information on 
the subject is greatly needed and will be of real value. The writer expects to 
have appointments to this committee completed at an early date. 


Fred Cox, Conferee with the Georgia Department of Revenue, Income Tax 
Unit, has accepted the assignment of Chairman of the Committee on “ Inter- 
state Allocation of Business Income.” This happened before the United States 
Supreme Court decided the case of T. V. Williams, Georgia Commissioner of 
Revenue, v. Stockham Valves & Fittings, Inc., on February 24, 1959. Most of 
us never had any doubt about Fred’s ability to correctly construe and apply 
Georgia’s tax laws. Fred replaces Walter Walsh as Chairman of the above men- 
tioned committee, who resigned to serve as Vice President of NTA. 

As of the present, NTA’s budget is in balance, but tight. We cannot afford 
to lose any members. As a matter of fact we need some new ones. 

EACH OF YOU IS URGED TO USE THE CARD FROM THIS JOUR- 
NAL (ATTACHED TO THE LAST PAGE OF THESE NTA NOTES) TO 
RECOMMEND A PERSONAL ACQUAINTANCE FOR MEMBERSHIP. 
HELP WALTER WALSH, CHAIRMAN OF THE MEMBERSHIP COM- 
MITTEE, BY MAILING YOUR RECOMMENDATIONS TO HIM. 


I have asked Walter Kress, our Executive Director, to cover, in the follow- 
ing notes, all the changes which have taken place with respect to the membership 
of the various committees. 


In the December Journal, I took advantage of the opportunity to solicit the 
assistance of our members in informing me as to any suggestions they might 
have for improving the services of NTA now being performed and, in addition, 
to suggest any new services we might provide. To date I have heard nothing. 
My invitation for your suggestions still stands. 


STANLEY J. Bowers, President 
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From the Executive Director 


President Bowers has covered recent NTA activities in a most interesting 
manner. It is hoped every member will take time to read his “ Notes.” 


Changes in Committee Personnel 


As President Bowers has requested, the changes in committee membership 


which have taken place since publication in the program of the Philadelphia 


Conference follow: 


Editorial Advisory Board (National Tax Journal) 

James E. Luckett, Department of Revenue, Commonwealth of Kentucky, replaces 
Epwarp WILson of Commission of Taxation, Commonwealth of Massachu- 
setts—term expired. 

ARTHUR D. Lynn, Jr., Ohio State University, replaces HaroLtp A. Eppston, New 
York University—term expired. 

Lynn A. Stives, Federal Reserve Bank of Chicago—(reappointed). 

(These appointments are for terms of three years, expiring at the end of the year 
1961.) 

Committee on Federal Excise Taxation 

L. A. GROTEWOHL, of A.T. and S.F. Railway System, Chicago, replaces Ropert H. 
W ATERMAN—resigned. 

Committee on Financing Public Education 

C. Z. Moore, of Southwestern Bell Telephone Co., Dallas, Texas, has been appointed 
Vice Chairman. 


James M. BucHaNan, of the University of Virginia, Charlottesville, and Wye 
Ki_paTrick, University of Florida, Gainesville, are additional appointees to this 


committee. 

JoHN Sty of New Jersey is no longer a member of this committee. 

Committee on Intergovernmental Fiscal Relations 

Cart F. Hesert of Minnesota and J. Witt1AmM Hope of Connecticut are no longer 
members of this committee. 

Committee on Interstate Allocation of Business Income 

Frep L. Cox, of the Georgia Department of Revenue, Income Tax Unit, has re- 
placed WaLTER W. WaLsH, now Vice President of NTA, as Chairman of this 
committee. 

Auditing Committee 

Harry F. ScHroeper, of the Bankers Trust Company, New York, has been appointed 
to succeed W. DoNALD JorDaN, resigned. 
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Houston Conference Program Committee 


Chairrnan Alvin Burger and his Program Committee held an all-day meeting 
at the Statler Hilton Hotel in New York on March 20th. The membership of 
this committee follows: 

Paut E, Atyea—Alabama R. L. HENpRick—Ohio 

ALFRED G. BUEHLER—Pennsylvania GeorGE S. KocH—New York 

Lawton B,. CHANDLER—New Hampshire NorMAN REGISTER—Texas 

Cart A. CHatTers—lIllinois Louis SCHREIBER—Delaware 

E. M. ELkin—Pennsylvania WaLTER W. WaLtsH—New York 

ALAN L. Gornick—Michigan R. H. WaTERMAN—Missouri 

Joun F. DuE—Illinois Myron M. Zizzamia—New York 


Honor to NTA Honorary Member 


Martin Saxe was recently given a testimonial dinner by the Tax Committee 
of the New York Clearing House Association in recognition of his 35 years’ 
service (1923-1958) as Counsel to that committee. This does not mean Senator 
Saxe’s retirement from active practice but simply a lessening of the load of the 
many activities he has been carrying over a long period. 


Proceedings of the Philadelphia Conference 

Excellent progress is being made towards the publication of the Proceedings 
of the 51st Annual Conference of the National Tax Association held in Phila- 
delphia last October. This has been made possible through the cooperation of 
the authors, the chairmen of the sessions and the chairmen of the committees, 
as well as the officers, whose reports are contained in this printing. 

Much valuable information in the field of taxation and public finance will 
be available to the membership when these Proceedings reach them. The roster 


appearing in this volume shows the membership as of April 1, 1959. 
Membership 

President Bowers has again referred to the importance of activity along this 
line. Your Executive Director joins in this appeal and asks you to 


PLEASE MAKE USE OF THE ATTACHED CARD. 


If same is used as an Application it should be mailed to the undersigned. If it is 
used as a Recommendation, it should be mailed to Walter W. Walsh, Chairman, 
Membership Committee, c/o Chapman, Walsh & O’Connell, 122 E. 42nd Street, 
New York 15, New York. 


Water J. Kress, Executive Director 








NATIONAL TAX ASSOCIATION 
Organized 1907—Incorporated 1930 


OBJECT. The National Tax Association is a non-political, non-sectarian, and 
non-profit-making educational organization. Its object, as stated in its certificate of 
incorporation, is to educate and benefit its members and others by promoting the scien- 
tific study of taxation and public finance; by encouraging research; by collecting, pre- 
serving, and diffusing scientific information; by organizing conferences; by appointing 
committees for the investigation of special problems; by formulating and announcing, 
through the deliberately expressed opinion of its conferences, the best informed thought 
and ripest administrative experience available; and by promoting better understanding 
of the common interests of national, state, and local governments in the United States 
and elsewhere, in matters of taxation and public finance and interstate and international 
comity in taxation. 

MEMBERSHIPS. The Association welcomes to its membership, for mutual discus- 
sion and deliberation, all who may be interested in taxation and public finance generally. 
Annual dues are: memberships for students in recognized institutions of higher learning, 
$10; memberships for government agencies, schools, and persons receiving more than 
one-half of their income from employment by such agencies or schools, $10; member- 
ships for other individuals and unincorporated entities, $25; corporate memberships, 
$100; persons wishing to contribute more liberally to the support of the Association, 
$100 to $1000. 


PUBLICATIONS. The Nationat Tax Journat is published quarterly in March, 
June, September, and December. Proceeprines of the annual conferences on taxation 
which are sponsored by the Association are published soon after the meetings. The 
JourNAL and the PROcEEDINGs are sent to members without charge. To non-members 
the price of the JouRNAL is $5.00 per year, single numbers, $1.50. The prices of the 
PROCEEDINGS vary; that of the 1957 volume is $10.50. 





Applications for membership, orders for publications, and general in- 


uiries should be addressed to Walter J. Kress, Executive Director, National 
Tax Association, 905 Payne-Shoemaker Building, Harrisburg, Pennsylvania. 


OFFICERS 


StaNLeY J. Bowers, Ohio Tax Commissioner, Columbus, President 

Water W. Watsu, Chapman, Walsh & O'Connell, New York, Vice President 
Leo MatTrTersporF, Bates, Mattersdorf & Allen, New York, Secretary 

Les P. Micter, Citizens Fidelity Bank and Trust Company, Louisville, Treasurer 


EXECUTIVE COMMITTEE 


The above officers ex-officio, the two ex-presidents who have last held office, 
twelve elected members, and two honorary members 


Elected Members 





Paut E. ALyza, University of Alabama, Tuscaloosa 

Axtuur E. Becxer, Washington Water Power Co., 
Spokane 

Tuomas A. Byrne, City Tax Commissioner, Mil- 
waukee 

James C. Kenapy, Great Northern Railway Co., 
Saint Paul 

Vincent D. Kennepy, California Retailers Associ- 
ation, San Francisco 

Lewis H. Krmmet, The Brookings Institution, Wash- 
ington, D. C. 


Ex-Presidents 


H. KenNnetH ALLEN, University of Illinois, Urbana 
J. L. ReurHer, Southwestern Bell Telephone Co., 
St. Louis 


Ons W. Lrvincsron, South Carolina Tax Com- 
mission, Columbia 

E. L. Maynarp, Illinois Department of Revenue, 
Chicago 

Donatp C. Mitter, Continental Illinois National 
Bank and Trust Company of Chicago 

Pui S$. Rosia, Transcontinental Gas Pipe Line 
Corp., Houston 

THeEoporE K. Warner, Jr., Pennsylvania Railroad 
Company, Philadelphia 

Ronatp B. WEtcnH, State Board of Equalization, 
Sacramento 


Honorary Members 
RonaLp M. Burns, Department of Finance, Gov- 
ernment of Canada, Ottawa 
Pump T. Crank, Comptroller of Revenue, Prov- 
ince of Ontario, Toronto 





